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Higher Revenues, Lower Spending Improve State Budget Outlook

Stronger than expected economic activity, federal tax changes, and lower than
anticipated human services expenditures result in a $1.328 billion increase in the
forecast for the 1998-99 biennium.

Property Tax Reform Account Increases to $872 Million -- Available General
Fund Balance Now At $453 Million

State law allocates the first $81 million of the forecast balance to fund education
tax credits and deductions enacted in 1997. Sixty percent of the remainder plus
dedicated interest, $826 million, is added to the Property Tax Reform Account,
bringing its balance to $872 million. The available general fund balance at the end
of the biennium is now projected to be $453 million.

F.Y. 1997 Closes with a Gain of $364 Million

Receipts were stronger than forecast during the last half of F.Y. 1997, exceeding
forecast levels by $272 million. Higher than anticipated final individual income
tax payments were the major source of the additional revenue. Expenditures were
$92 million lower than anticipated, principally in the human services area. Much
of those revenue and expenditure gains continue through 1998 and 1999.

Economic Growth, Federal Tax Changes, and Human Services Savings Add
to Balance for 1998-99 Biennium

F.Y. 1998-99 revenues are now forecast to reach $21.045 billion, $729 million
(3.6 percent) more than end-of-session estimates. The higher revenue base for F.Y.
1997 and a slight improvement in the outlook for Minnesota's economy were the
major sources of additional revenue. The reduction in the federal capital gains tax
rate is expected to encourage investors to realize profits more rapidly than in the
past, further adding to state revenues. Expenditures are $256 million (1.2 percent)
below earlier estimates. Slower growth in human services spending accounts for
nearly all of the forecast expenditure savings.
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BUDGET SUMMARY
1998-99 Budget Outlook

Genera fund resourcesfor F.Y . 1998-99 are now expected to total $21.045 billion, up
$729 million (3.6 percent) from end-of-session estimates. State expenditures during
the current biennium are now forecast to be $20.669 hillion, a $256 million (1.2
percent) decrease from previous estimates.

The ending balance for F.Y. 1997 is up $364 million from prior estimates. The

combined impact of all forecast changes adds $1.328 billion to the estimated ending
balancefor the 1998-99 biennium prior to the allocations required under current law.

Forecast Summary:F.Y.1998-99
($inmillions)

End of Session  Nov. Forecast Change

Beginning Balance $1,631 $1,995 364
Revenues 20,316 21,045 729
Expenditures 20,925 20,669 (256)

Balance Before Reserves 1,022 2,371 1,349
Cash Flow Account 350 350
Budget Reserve 522 522
Property Tax Reform Account 46 46
Dedicated Reserves 72 93 21

Available Balance $32 $1,360 $1,328

(before currentlawallocations)
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Forecast Triggers Automatic Allocations, $453 Million Remains

State law specifiesthe distribution of any balance projected for the 1998-99 biennium
intheNovember forecast. First, $81 million must be used to fund education tax credits
and deductions enacted in the 1997 first specia session. Second, 60 percent of the
remaining balance, along with dedicated interest, is allocated to the Property Tax
Reform Account. Theremainder isavailableto the general fund.

Statutory Allocation of November Forecast Balance
($inmillions)

Education  PropertyTax Available
TaxCredits ReformReserve Balance

Beginning Balance Contingent $46 $32
Allocations:
Education Tax Credits/Deduction $81
60% to Property Tax Account $767
Dedicated Interest $59
Remaining Balance $421
Balance after Distribution $81 $872 $453

A Property Tax Reform Account was created during the 1997 |egidlative session and
funded with aninitial appropriation of $46 million. Fundswithin this account may be
spent only to continueto reform the property tax system or to providefurther property
tax relief. Amountsin theaccount do not cancel at the end of the biennium, but remain
until appropriated. Interest earned on balances in the account is dedicated to the
account. As aresult of the November forecast, $767 million will be added to the
account. When combined withthebeginning balanceandforecast interest, $872million
isexpected in the Property Tax Reform Account by the end of F.Y. 1999.
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U.S. Economic Growth Continuesto Exceed Projections

The U.S. economy continues to outperform earlier forecasts. Even though recent
eventsin Asiahavetempered theoutlook dightly, unemployment ratesareat a24 year
low and there are few signs of inflation. Never in history hasthe U.S. economy been
thissound, thislate in an expansion.

Last February, most forecasters including Data Resources Inc., (DRI) the state’s
national economic consultant, believed acooling-off period wasontheway, and that
thereal GDP growth ratewould slow to below 2.0 percent inlate summer. That pause
would then set the stage for a continuation of the current expansion through 1999.
Real GDP growth at a3.0 percent annual ratewasexpected for F.Y . 1997, followed by
GDP growth at 2.4 and 2.0 percent rates respectively infiscal 1998 and 1999.

What has occurred thus far has exceeded even that optimistic scenario. Therewas no
pauseinearly 1997, and GDPgrowthinthefirst quarter of 1997 wasnearly doubl ethat
expected. For F.Y. 1997 real GDPisnow believedto havegrown at a3.3 percent rate,
afull 0.3 percent morethan anticipated in February. Equally important, becausethere
have been no increasesin inflation, there appears to be no need to reduce the outlook
for future growth. For fiscal 1998, DRI isnow forecasting 3.2 percent GDP growth,
0.8 percent more than in February. The outlook for growth in F.Y. 1999 islargely
unchanged.

Economic Outlook Has Improved Since February
(Real GDP - $92)
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Strong Revenue Growth in F.Y. 1997 Continuesinto 1998-99 Biennium

Actual revenues exceeded theforecast by $272 millionin F.Y. 1997. This2.7 percent
variance came primarily fromfinal, individua incometax paymentsfor tax year 1996.
Those payments exceeded the forecast by more than $200 million accounting for the
largest portion of the difference between forecast and receipts. Preliminary anaysis
indicates that about $60 million of that revenue was onetime, and unlikely to recur in
coming years. Variances for other revenues were generally small and within normal
ranges.

Estimated revenues for F.Y. 1998 and F.Y. 1999 increase by $366 million and $364
million respectively. The individua income tax remains the source of most of the
additional revenue. The higher base levels from tax year 1996 continue forward,
increasingtheforecast for futuretax years. Inaddition, thestrong stock market andthe
federal capital gainstax cut are expected to increase capital gainsrealizations, adding
further totheforecast. Theincometax changesreported below are prior to reductions
for the education credits and deductions enacted in the June 1997 specia session,
which were contingent on the results of the November forecast.

Forecast Revenue Changes
End of Session - November

($ inmillions)

F.Y. 1997 F.Y. 1998 F.Y. 1999

Revenues
Income $228 $201 $255
Sales (28) (5) 3
Corporate 9 62 38
Motor Vehicle 24 43 20
Subtotal 233 301 316
Other Revenues 32 30 39
Transfers, Misc. 7 35 9
Total Change $272 $366 $364
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Forecast Expenditures Decline $256 Million

Total general fund expenditures of $20.669 billion are now forecast for F.Y.1998-99,a
decline of $256 million from the adopted budget. Expenditures are now projected to
beatotal of $348 million belowend of session estimates for the three-year periodF.Y.
1997-99. The lower spending estimates are primarily the result of forecast changes
for health care and family support programs.

Forecast Expenditure Changes
End of Session - November
($inmillions)

F.Y. 1997 F.Y. 1998 F.Y. 1999

Expenditures

K-12 Education 5 (14) (19)
Human Services
Health Care (34) (105) (132)
Family Support (6) (21) (1)
All Other Spending (57) 1 35
Total Forecast Spending (92) (129) (127)

Whileactual spending for F.Y.1997 was $92 million less than forecast, $37 million was
brought forward into the current biennium. Even after the increase for
appropriations carried forward, net spending for the FY. 1998-99 biennium has
declined by $256 million.

Slower caseload growth and lower per capita costs in state health care programs
produced forecast savings in F.Y.1997 as well as F.Y. 1998-99. Savings over the entire
period also occurred in several family support programs due to the strong job
market and lower unemployment rates.
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Long Term Outlook Improves from End of Session Estimates

The increase in the FY. 1997 ending balance, higher revenues forecast through F.Y.
2001, and the lower estimates of the growth in human services spendinginF.Y.1998-
2001 have combined to improve the state's longer term outlook.

ProjectedF.Y.2000-01 revenues are now expected to total $23.020 billion, 9.8 percent

more thanforecast for the current biennium. Projected spending, including discre-
tionary inflation, would grow by 7.5 percent to $22.220 billion.

F.Y. 2000-01 Planning Estimates
($inmillions)

1998-99 2000-01

Beginning Balance $1,995 $2,289
Forecast Revenues 20,964 23,020 9.8%
Estimated Expenditures 20,669 22,220 7.5%
Cash Flow Account 350 350
Budget Reserve 522 522
Property Tax Reform Reserve 872 872
Dedicated Reserves 93 61

Ending Balance $453 $1,284

TheF.Y.2000-01planningestimatesinclude theeffects of the statutory provisionsfunding
theeducationtaxcreditsanddeductions($8LmillioninF.Y.1999and$17L5millioninF.Y.
2000-01)and maintaining the Property TaxReform Accountat theF.Y.1999level. The
projectionsmake noassumptionsaboutpotential supplementalbudgetactionsinthe
1998 session.
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ECONOMIC SUMMARY

Economists expected the U.S. economy to be a strong performer in 1997, and it has

not disappointed them. October’s 4.7 percent unemployment rate was the lowestin 24
years and real GDP has grown at a 4.0 percent annual rate during the past 12 months.
At the same time, consumer prices are increasing more slowly than at any time since
the early 1960's and there are few signs that inflation will re-emerge. Discussions of
the possibility that the U.S. is entering a period of deflation, a time when prices for
goods and services actually decline not simply increase at a slower rate, have filled
Wall Street market letters. Never have price pressures been so subdued this late in an
expansion.

Most forecasters see nothing on the horizon that would prevent the current economic
expansion from continuing through 1999. The U.S. economy now has such
momentum, and inflation appears so well under control, that a downturn during the
current biennium is likely only in the event of a major international incident or
financial collapse. Typically, events of recent months such as the devaluation of
Southeast Asian currencies, the UPS strike, and the one-day, 550 point drop in the
stock market would have raised serious concerns about the outlook for future
economic growth. In today’'s environment though, those incidents have, thus far
created little concern.

The “Asian currency crisis” caused many forecasters to reduce expected GDP growth
rates for 1998 by up to 0.5 percent, but that did little more than reduce GDP growth
from a pace which many thought was unsustainable to one more consistent with a
stable price environment. Indeed, while prior to events in Southeast Asia many had
expected the Federal Reserve to raise interest rates at its November meeting, the
current consensus is for no change until at least February. Several forecasters now
believe that the Fed is as likely to cut interest rates in the future as to raise them.

The November 1997 Control forecast of Data Resources Inc. (DRI), Minnesota’s
national economic consultant reflects the consensus of most forecasters. DRI expects
recent events to slow U.S. economic growth for 1998, but even when they incorporate
that slowdown in their models the expected annual growth rate for 1998 is still 2.3
percent, a full 0.2 percent stronger than the 1998 outlook in last February’s Control
forecast. Exports will suffer from the “Southeast Asia Crisis” and consumer spending
may slow as the stock market and consumer confidence come off recent record highs,
but DRI notes, “So far, nothing seems serious enough to justify waving a recession
flag.” The Blue Chip Consensus forecast for 1998 growth is at 2.5 percent. Sixty-five
percent of the economists responding to that survey projected growth rates in the
narrow range of 2.3 to 2.7 percent. DRI now expects real GDP to grow at an annual
rate of 2.0 percent rate in 1999.
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Membersof Minnesota’s Council of Economic Advisors and Department of Finance
economists agreed that DRI's November Control forecast was consistent with that of
most forecasters. The Department of Finance noted that even though DRI was at the
low end of the Blue Chip Consensus, there were no material differences between the
Control and most other forecasts. Most Council members’ individual forecasts were
at or above the level of the November Control, and several members were
significantly more optimistic in the short term than DRI. Others noted that the
nationally tight labor market will act to slow growth and that some increased
inflationary pressure due to higher wages is likely.

Real GDP Growth Will Continue, But at a More Subdued Pace

Percent
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Finance Department economists and several Council members questioned whether the
Asian currency problems would have as large an impact on exports and imports as
DRI has incorporated into their November Control forecast. Finance Department
economists also noted that Minnesota’s tight labor market could cause this state, and
other Midwestern states to under perform the national averages since economic
growth may proceed more rapidly in regions where additional workers are more
readily available.

DRI assigned a probability of 55 percent to their November Control Scenario. Boom-
bust, a scenario in which slightly stronger near term growth causes inflation to
accelerate, leading in turn to Fed tightening and a recession in 2000, is assigned a
probability of 35 percent. A scenario in which the stock market drops more than 15
percent over the next 5 months, leading to a loss in consumer confidence, diminished
retail sales, and a minor slowdown in late 1998 is assigned a probability of 10 percent.
Council members agreed that the probability DRI assigned Control was appropriate
and that the U.S. economy was about as likely to exceed the control forecast as to fall

9
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below it during the remainder of the 1998-99 biennium. Everyone agreed, however,
that theamount by which growth coul d exceed theforecast was substantially lessthan
theamount theforecast could fall short should the economy encounter amajor shock.
Council membersalso noted that differencesbetween the boom-bust scenario and the
Control scenario weresmall until mid 1998, making it difficult to determinewhether
the economy remained on the desired non-inflationary track, or was moving closer to
asituation where significant interest rate hikes would be necessary to slow inflation.

Finance Department economistswarned that several technical and behavioral factors
associated with the individual income tax could cause a significant change in the
revenue forecast, even without a change in the underlying economic outlook.
Changesin federal income tax treatment of capital gainsand IRA contributions are
likely to change taxpayer behavior. That, in turn, could change rates of growth for
portions of the Minnesotaincome tax base. The Finance Department noted that its
econometric analysesof theresultsof past changesinthecapital gainstax rateshowed
No reason to expect large one time revenue increases from the unlocking of large
holdings of stock or real property. Extraordinary growth in fourth quarter estimated
individual incometax payments, dueJanuary 15, 1998, would forceare-eval uation of
the outlook for capital gainsin 1997 and 1998, however.

A recent Wall Street Journal article described a second technical problem from the

federal perspective. Federal individual income tax receipts during fiscal 1997
exceeded the U.S. Treasury's February forecast by nearly 10 percent, or about $64
billion. The article notes that while about $18 billion of that additional revenue can be
explained by a stronger economy, the source of the remaining $46 billion remains in
guestion until data from tH€96 tax forms can be analyzed. This leaves open the
guestion of whether that revenue increase can be considered permanent and likely to
continue, or a only a one-time windfall which does not add to the long term base.

Final payments exceeded forecast levels in Minnesota, but on a much smaller scale.
Final liability for tax year 1996 now appears to have been about 5 percent ($206
million) more than projected in February. Finance Department economists believe
that the additional, one-time revenue associated with mergers and acquisitions and
transitory increases in taxable farm income substantially exceeded the amounts
included in February’s forecast. That change explains only part of the variance in tax
year final payments however. The remainder now appear to be due to stronger growth
in capital gains and in wages. In the November forecast 1996 growth rates for each
source of taxable income were adjusted to levels consistent with current estimates of
final tax year 1996 liability. In February 1998, actual tax year 1996 liability will be
available as will results from a sample of tax filers. When that data is used as the base
for the 1997, 1998, and 1999 income tax forecasts, there could be significant changes
from November’'s revenue projections, even in the absence of any change in the
economy.

10
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ECONOMIC OUTLOOK

By mostmeasures,theeconomyseemsmorerobustthanatanytimesince the1960's.
Forecasters are surprised by slowing inflation when GDP growth is well above its
sustainable trend. Reflecting the strong momentum, DRI expects the current
expansiontosetanew postwar recordforlongevity despiteathreatofhigherinflation
from tightening labor markets and the potential for further stock marketvolatility
which could dampen consumer spending.

No one knows for sure there will beanew record. Itiseasy to forget thatalmostany
consumer ledexpansionismoretenuousthantherecordsetter of1961-1969whichwas
driven by tax cutsand defense spending. Economistsgenerally agree thegood news
showsnosignofendingsoonbecause thereappear tobe nosignificantdestabilizing
forces developing. October's stock market downturn reversed so quickly it has not
noticeablydiscouraged consumers. Wage gainshaveacceleratedabit, butdonotseem
tobeturningintohigherinflationwhichcould befollowedbyachillingspikeininterest
rates. Falloutfromfinancial marketturmoilin Asiawillslowthe U.S.economyin1998,
but DRI does not currently expect this to turninto a recession.

Overthepastseveralmonths, two perspectivesontheoutlook haveemergedwhichare
not shared by mainstream economists. Some observers say a '"new economy" has
evolvedinwhichundetected productivity gainsare holdingdownincreasesinlabor
costs while global competition keeps firms from raising prices. In this view, the
economy'snewstructureallowsfaster real GDPgrowththanthe consensusestimate
of 2.0 to 2.5 percent, possibly as much as 3.5 percent annually without accelerating
inflation. Incontrast, otheranalyststhinkexcessworldwide manufacturingcapacity
in autos, chemicals, electronics, steel, ships, and apparel coupled with weakening
economies and financial market turmoil in Asia may cause a deflation or general
declineinprices. Thiswouldresultinfalling profitsandsharpcutbacksininvestment
spending, leading to a worldwide recession which inevitably spreads to the U.S.

AccordingtoDRIand mostother mainstreamforecasters,renewed inflation followed
bysharplyhigherinterestratesatthe handsoftheFed,the markets,orboth,remains
the principal risk to continued expansion. Another possibility is consumer
retrenchment following a major stock market correction precipitated by Asian
currencyturmoilorasuddenrunupinenergyprices. But, theforecasterssay,oneway
oranotherthisexpansionmusteventuallyendbecause currentlymodestinflationis
nota'neweconomy,'justtemporarygood luck consisting primarily offavorable labor
market conditions.

The November Control incorporates some elements of the deflation view without
comingtotheconclusionthataU.S.recessionwillresult. Whiledeflation overseasmay
slowU.S.exportsenoughtoshave1998 real GDP growth byaboutone-halfpercentage
point, thisdoesnotseemtoposeaseriousriskand mayindeedbeofsomebenefitifthe

11
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economycoolsenoughtoeliminatetheneedforhigherinterestratesnextyear. Inthe
opinionofFinance Departmenteconomists, thisoutlook could changeifinternational
Monetary Fund bailouts and domestic banking reforms fail to keep Asian currency
maladies from spreading to Japan and China.

Real GDP Exceeds Forecasts, Good Luck Slows Inflation

Real GDPincreased4.0percentoverthelastfourquarters,significantlyabove the2.0-2.5
percent trend considered to be sustainable, and much higher than the February
Control's 2.8 percent projection. During the same period, consumer prices rose 2.2
percent lessthanthe26percentDRIexpected. Thepricelevel'ssurprisingperformance
was accomplished as unemployment fell to 4.7 percent in October, below most
estimates of the non-accelerating inflation rate (NAIRU).

Economists think an almost incredible run of good luck is offseting inflationary
pressure. Most important are favorable labor market conditions not reflected in
relativelylowunemployment. Helpingoutarestillsmallincreasesinemployer'shealth
care costs, a strong dollar which has reduced imported goods prices, weakness in
overseaseconomieswhichhaskeptcommodity pricesincheck, lowerenergy costs,and
strong investment spending which has expanded industrial capacity just ahead of
demand. Theremayalsobeatlonglastasharpimprovementinmeasuredproductivity
whichwouldjustify cautiousoptimisim. Probably the mostone canreasonably hopeis
thatproductivityisshiftingupward modestly fromitsllpercentannualtrendofthe
past several years.

Consumer Price Index
(Annualized Percent Change)
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The biggesteconomic news of the year is that consumer inflation has comein
significantly lower than expected in February. Lower inflation is expected to
continue into the foreseeable future.

12
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Subdued Inflation A Pleasant Surprise, But Can It Last?

Federal Reserve Chairman Greenspan has said that inflation's recent surprising
performanceismarvelous,butunlikely tolastindefinitely.In1998 wageswill risemore
rapidlyintighteninglabor markets,aprofitsqueezeatHMOsislikely tolead tohigher
employer healthcarecosts,and thedollar's exchange valuewillbegintoerode, making
imported goods more expensive. Wages will be the center of attention because they
constitute two-thirds of unit output costs and because, as Dr. Greenspan put it to
Congress, the laws of supply and demand for labor have not been repealed.

Thisremarkapparently referstothe debate betweeneconomistsand non-economists
astowhy pricesshowso little sign of rising as the NAIRU theory predicts. Some non-
economistsassertthata'neweconomy'or'new paradigm'hasemergedduringthelast
fewyearswhichwilltoleratestrongergrowthwithoutrisinginflation. Accordingto
theneweconomy'sproponents,sustained real GDP growth above the 2.0-2.5 percent
rangeispossible. They contend thatif the Federal Reserve let GDP grow faster, firms
couldincreasesaleswithoutadditional hiringandwithoutpayinginflationarywage
increases because the newinformation technologieswouldallowworkersalreadyin
place to produce additional goods and services. Firms would also be unable to raise
pricessignificantly becausegradual removal of tradebarriersisleading toastrugglefor
marketshareonaglobalscalemuchliketheonetheautoindustryisalreadyengaged
in.

Is There A New Economy?

Most economists are highly skeptical there is new economy. For example, former
FederalReservevice-chairmanAlanBlinder writingin 7heAmerican Prospect MIT's
Paul Krugman writing in the Harvard Business Review, Alan Greenspan in
Congressional testimony, and DRI in their monthly Review Of The U.S. Economyall
discountthepossibility thatreal GDPgrowthabove 2.5 percentannuallyissustainable
withoutrenewedinflation. Generally, theyallsay that the neweconomysadvocatesdo
notunderstand productivity dataand concepts.

These mainstream economists point out that just because productivity may be
underestimated doesnotmeantheeconomyhasunused labor resources. Productivity
and real GDP are measured with the same data. If one is underestimated, then the
otheristoo,sobothactualand potential outputare higher than published statistics
show. Ifproductivityisreallygrowingfasterassuggested, thenworkerssomewhere
areproducingadditionalgoodsandservicesnotcapturedinthedata Consequently,
error in measuring productivity does not necessarily mean there is slack in the
economy.

Unusedresourcesdoexistifsomepeopleareinjobsunderutilizing their skillsorwhich
donotallowthemtoworkallthe hourstheywant So-called total factor productivity,
additions tototal outputattributable toskillsand technology, hasnotincreased for
many years. No one really knows why this has occurred. It could be that structural
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problemsintheeconomyarekeepingsomeworkersinjobswhichdonotfullyutilize
their potential. Such problems might be caused by distortions from tax,
environmental, or other policies. Unfortunately, pro-growth, pro-efficiency policy
changes have been analyzed and debated for years without consensus as to the
benefits. Itisalso true that some part-time workers would take full time jobs if they
couldfindthemandproduce moregoodsandservicesthantheydonow. However,no
oneclaimssimpleunderemploymentcanbeasignificantreasonforbelowpotential
GDP growth.

Measurement error and inefficiency may not be the critical issues. Goldman-Sachs
economistscontendtheneweconomy'sassumption thatrisingproductivity can hold
thelid on prices indefinitely is fallacious. If productivity is shifting to a new, higher
trend, this can only make atemporary difference. Once wage inflation begins it will
acceleratebecause of risingexpectationsaslongasunemploymentremainsbelowthe
NAIRU. Wage increases eventually must outstrip productivity gains which cannot
accelerateindefinitely. So,movementtoahigher productivity trend,whichrecentdata
suggests may be underway, gives the economy extra time before wage increases
become inflationary, butit does not usherinanewera.

Labor Markets Are Not As Tight As Once Thought

Favorablelabor marketconditionsaregenerally considered tobe the mostsignificant
factorinthemildinflationclimate.RecentreportsbyDRIand Business Weekshow that
moreworkersareavailabletoemployersthanhistoricallyhasbeenthecaseatcurrent
unemploymentrates. Bothinitial claimsforunemploymentinsuranceandtheratioof
jobloserstovoluntaryjobleaversremainhighforanexpansionalmostsevenyearsold,
atleastinpartbecause of layoffsfromcontinued downsizing. Inaddition,normallabor
force growth is being significantly augmented by returning retirees ages 55 to 64.
Duringthe past2years, Business Weekcalculatesthisgroup representing9percentof
the labor force has accounted for 22 percent of total job gains.

Thoughreliedonbypolicymakers, theunemploymentrateand the NAIRUderived from
itare widely known to be crude measures of labor market tightness. So, the recent
discovery that thereare more labor resourcesin theeconomy than unemployment
alone indicates comes as no great surprise. As a result, estimates of the NAIRU are
declining. Afew yearsago, mosteconomists thoughtitwasabout5.8t06.0 percent.
Nowitseemsthat5.2to5.6 percentisabetterchoiceforatleastthenearfuture though
someanalystsbelieve5.8percentwillbeabetterestimateinthelongrunoncethepool
of available labor resources is drawn down a bit more by above trend growth.

Good News Does Not Mean No Risk

DRI believes the outlook is so favorable this expansion will replace the one of the
VietnameraasthelongestinU.S.postwar history. Todothat,thegood newswillhave

14
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tocontinueatleastuntilFebruary,2000,0r 107 monthsafter thelastrecessionendedin
March, 1991

As DRI sees it, there are currently two foreseeable downside risks. One is that the
Federal Reserve made an error in not raising interest rates last summer once 1997's
abovetrendgrowthbecameknown. Should thisbethecase, itmaynowbetoolateto
head off rising inflation with incremental moves, raising the risk that the Fed will
overreacttorisingdemandorsignsofrenewedinflation. Theotherriskisthatamajor
stock market correction precipitated by financial turmoil in Asia, or some other
unforseen shock could undermine heavily indebted consumers confidence and
spending, depriving the economy of its principal driving force.

Consumption

During the summer, confidence soared and inflation adjusted household spending
rebounded. Outlaysroseatarapid5.8percentannual rateinthethirdquarter,upfrom
only0.9percentinthesecond,andsignificantly faster thanthe3.3percentincreasein
real GDP. Confidenceasmeasured by the University of Michigansurveyisatarecord
high, reflecting thecurrentcombination of stock marketgeneratedwealth, the lowest
unemploymentratessince1973and,exceptwhenoil pricescollapsedin 1986, the lowest
inflation since the 1960's. Although spending has apparently slowed from its third
quarter pace,mostindicationsare thatretailerswillhaveagood Christmasseason. If
somehow they do not, it could be the first sign that the consumer spending boom s
winding down.

To economists, excessive consumer optimism looks like a bubble just waiting to be
pricked. Theovervaluedstock marketbecamethe proverbial pinaboutayearago. Now,
tocompoundtheconcern,memoriesof previousdownturnsappeartobefading. DRI
reportsthatarecentMichigansurveyshowsthatthreeoffourconsumersexpectthe
unemployment rate to remain at or below its recent 25 year low. Such ebullience
ordinarilyoccursearlyinanexpansionratherthanseveralyearsintoone. Ifthismeans
cautionhasbeentossed tothewinds, thenanappropriately timedbitofevenmodestly
bad news could surprise many individuals, causing a sharp slump in spending.

As confidence rose, spending gains outpaced income, driving the saving rate down.
Revised NationalIncome AndProductAccountsdatareleasedinJulyimplyconsumers
are spending annually the equivalent of about 3 percent of changes in their stock
marketwealth,some ofitbydivertingsavingsfromcurrentincomeintoinstaliment
payments. Preliminarydatadid notshowthis,causingsomeobserverstoerroneously
speculate that baby boomers were finally boosting their savings for retirement.
Unfortunately, thatis not the case.

Creditoutstandingasashareofdisposableincomeisatrecord heightsthoughFederal
Reserve Board data shows debt accumulation is slowing. DRI suggests this may be
because banks are becoming less willing to make consumer loans. Provided debt
relativetoincomerisesnohigher,DRIexpectsincreasesin personal bankruptcieswill
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ease sometime in 1998. That would help diminish concern outstanding debt could
significantly worsen a consumer led recession.

Investment

Favorable interest rates and the economy's strength are causing a rebound in
investmentspending by householdsandbusinessfirms. Householdseagertolockin
lowmortgage ratesarekeepinghomebuildersbusy. Firmstakingadvantage ofboth
good internal cash flow and equity financing made attractive by high stock prices
relative to earnings are building new plants and installing new equipment.

The Economistreportsthatin1996 some 40 percent of total equipmentinvestment

wasforinformationtechnology. Butsomewhatsurprisingly, low-techinvestmenthas
madeacomeback. Business Weekindicatesspendingfor traditional machineryisup
sharplywiththeresultthatmanufacturingcapacityisincreasingatabout4percent
annually, twiceasfastasitdidintheearly1990's. The newplantandequipmentismuch
needed because capacity utilization recently rose to 84.3 percent, the highest since
March, 1995, and just below the 85 percent level generally considered to lead to
increased inflation.

Should there be a deflation in prices for internationally traded goods, many US.
manufacturerscould experience aprofitsqueeze thatwould force themtocutback
plansforfutureinvestmentspending. Itisunclear toFinance Departmenteconomists
whetherthisalonecouldendanger thecurrentexpansionaslongasconsumeroutlays
areunaffected. The November Control forecastand itsalternative scenariosdonot
explore this possibility.

Government

DRI's February outlook generally anticipated the technical parts of the early August
budgetagreementnegotiated by CongressandPresidentClinton. Consequently,only
finetuningwasneededtoadjustthe forecastfor Treasury'smostrecentestimatesof
the impacts of the new tax and budget laws.

The agreement's consequences for the budget outlook, however, were a pleasant
surprise. Unexpected windfalls,someinthe formof tax revenues from capital gains
and some just mystery money according to the Wall Street Journal together with
cost savings from declining inflation resulted in a sharp reduction in the federal
deficit in fiscal year 1997. This lowered the Congressional Budget Office baseline
projection for future deficits, making the budget negotiations much easier. The
outlookisnowsomuchimproved that the November Control projectsasmallunified
budget surplus in 2002 even if some of the spending cuts in the agreement are not
enacted. But both the forecast and the budget agreement depend on the economy
staying out of recession and substantial growth in capital gains realizations.
International
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While posing relatively little forseeable risk, the growing trade deficitisone of the few
negative influences onthe economyat this time. Leveraged by the dollar's relatively
high foreignexchange value, risingdomestic purchasing powerinthe U.S.ispullingin
imports while soft overseas demand in Japan, Southeast Asia, and Europe holds
exports down. DRI does not expect this situation to change soon despite rapid
improvementin theeconomiesof Canadaand Mexico,our largestandsecond largest
(Japan is third) trading partners. Consequently, the trade deficit is forecast to
increase through1998 before stabilizing for the next fewyears. Therising deficitwill
force a weakening in the dollar's exchange value which may get underway soon.

Someofthedollarscurrentstrength comesfromdemand by internationalinvestors
purchasing U.S. stocks and bonds as they move their funds out of weak Southeast
Asian currencies, out of Japan's floundering economy, and out of Europe because of
uncertainty over the impacts ofimplementing the European Monetary Union. But,
these investors now face the prospect of exchange losses due to a declining dollar
which may cause some to pull out of the U.S markets. At present, analysts seem
unconcerned about the risks this possibility may pose for stock prices and interest
rates.

Monetary

Higher US.interestratesare notlikely soon. After October's wild swingsin the stock
market mostobserversareconvinced that the Federal Reserveisreluctanttochance
arate hike which could precipitate another stock market correction. Hopefully, by
waiting until spring, the Fed will not have to make achoice between astable market
andsubduinginflation. The November Controlassumesanother tighteninginMarch,
1998, but many believe this may not be needed if the economy cools.

Despite the third quarter'sabove trend real GDP growth and unemployment below
most estimates of the NAIRU, the Fed has not raised rates since last March. While Dr.
Greenspan hasspeculated about the 'new paradigm’in publiccomments, virtually no
one thinks the Fed has held off because he believes the U.S. economy has
fundamentally changed. His repeated expressionsof concernaboutinflationand the
remark that the laws of supply and demand for labor have not been repealed have
roiled the financial markets,indicating theyare convinced the Fed'sultimate priority
continues to be inflation.

While the Fed's priorities are unchanged, it might have a new strategy. Itis possible
thatDr.Greenspanisnotresponding to1997sstronggrowth because thereisnowless
risk in waiting to tighten until there are more signs of accelerating inflation. Afew
yearsago, he told Congressthat he needed toanticipate priceincreasesand pre-empt
them, raising the possibility of raising rates unnecessarily. The risk of apolicy mistake
seemedacceptableatthe timebecause itwas reasonable toassume individualswould
automatically raise their already high inflationary expectations at the first sign of
accelerating price increases. In these circumstances, inflation was likely to pick up
very rapidly, leaving the Fed struggling to catch up by using draconian interest rate
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moves tosignificantlydampen both demandand expectationsat the risk of causing
arecession.

Waiting may nowbeaviable option because thereislessneed topre-emptortoreact
strongly if prices spike up. Goldman-Sachs economists report that the University of
Michigan consumer confidence survey shows inflationary expectationsare easing.
Thisexplains why the difference between yields of ordinary 10-year Treasury notes
and 10-year Treasury inflation protected securities (TIPS) has declined sharply this
year. Aslongasexpectationsare trending downward,itismuchlesslikelyindividuals
will quickly demand wage increases to protect their purchasing power should a few
bad inflation numbers appear.

A Business Weekarticle reported the Bundesbank raised short terminterestratesin
early October. Additional increases will probably be needed to synchronize German
rateswith higher rates prevailing elsewhere in Europe before monetary union goes
into effect. Thiswill slow already weak growth on the Continentand eventually put
upward pressureonratesinU.S. financial markets. While the transition to monetary
union seems to pose little risk to the U.S economy, analysts may focus more on this
issue in the future.

Inflation

During1997, prices haveincreased much less thanexpected. According toeconomists
at American Express Financial Advisors and at Goldman-Sachs, some of this can be
attributed tochangesinthe way consumer inflation ismeasured which are notbeing
appliedretroactively. Therestisreal,surprisingmost forecasters. DRInow estimates
consumer priceswill rise 2.4 percentin1997and 2.0 percentin 1998, down from their
February forecast for 2.7 percent in 1997 and another 2.7 percent in 1998.

Retailinflation's recent performance scarcely compareswithwhat has happened to
producer prices. InJuly, the Producer Price Index fell for an unprecedented seventh
monthin arow. The decline has since leveled off, but soft producer prices and the
lowestconsumer inflation since the 1960's have aled afeweconomistsincluding those
atMerrillLynchandatMorgan Stanley, tosuggest the U.S.islikely to soonexperience
deflationorageneral declinein prices. Thisviewissupported by prospectsforintense
price competition from Asian manufacturers as their governments urge more
exports tosupportweakeningeconomies. Mosteconomists,including thoseat DRI,
acknowledge the Asian problem and the existence of global excess production
capacity, but remain skeptical these will have significant U.S.impacts. Intheir view,
manufactured goods have too smallashare of the servicesdominated U.S.economy
to overcome the inflationary effects of higher wages as labor markets gradually
tighten.
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MINNESOTA OUTLOOK

Minnesota payroll employment is now estimated to increase 2.2 percent in 1997, up
from L7 percentforecastinFebruary. Totalwagesare forecasttorise 5.5 percent,up
slightly from 5.4 percent. For the US, DRI forecasts 1997 employment will rise 2.2
percent,slightlymore thanFebruary's2.1percent, while total wagesare expected to
increase 6.5 percent, up from 5.7 percent.

For 1998, Minnesota jobs are forecast to rise 1.8 percent, compared to 14 percent
forecast in February. Total wages are projected to increase 5.2 percent, up from 4.8
percentestimatedearlier. Incomparison, 1998 U.S.jobsare expected torisel9 percent,
up from L6 percent, while total wages are forecast to rise 5.2 percent, up from 4.8
percent.

Thispotentiallyoptimistic outlook dependsonemployersbeingable tofind peoplein
atightlabor markettofillprojected job openings. Unemploymentcontinuestoshrink.
The Minnesota seasonally adjusted unemployment rate averaged only 3.2 percent
through October, compared to 4.0 percent for the 12 months of 1996.

Whilerecentresearch by the MinnesotaDepartmentofEconomic Securityindicates
employersare havingseriousdifficulty findingmanykindsof workers, thereappears
to be no statistical evidence that job growth has been constrained. Yet, this seems
inevitable. Employment continues to expand at around 2.0 percent annually while
Economic Security estimates potential long term labor force growth to be only L1
percent. Thedifferenceisbeingmade upintheshorttermbydrawingdown the pool
of unemployed and by higher labor force participation and migration. Asin the
nationaleconomy,increased labor force participation by recentretireesappearstobe
augmentingthelaborforce. Finance Departmenteconomistsbelieve thatmigration
into the State isalso a significant contributor. But, the pool of retireesis finite and
there is no way to guarantee migration will be as helpful in the future.

Theexpansion of the past few years has been accompanied by strong growthin the
Midwest, leaving labor resources close to full utilization in most neighboring states.
Historically, the State Demographer's Office indicates these states have been the
principal source of people moving here. Their strong economies may now make
migrating to Minnesota look relatively less attractive.

Minnesota Could Underperform The Nation

Forsometime, the Minnesotaeconomy hasoutperformedits national counterpart.
Consequently, the State'ssharesof nationwide jobsand totalwagesareator close to
record highs. Atthispoint, furtherincreasesinshareseemunlikely. IntheNovember
forecast, Minnesota jobs and total wages grow at rates close to their national
counterparts,leaving the sharesrelatively constant. Finance Departmenteconomists
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believethereisdownsiderisk tothisoutlook because thereisnoway ofknowing how
long Minnesota labor resources can supportit.

A special DRI analysis suggests tight labor markets are constraining further
midwesternexpansion. So,ifthe U.S.economyexpandsasintheNovember Control,a
disproportionate part of additional activity may occur in New York, Texas, and
California. These states haveample labor resourcesasindicated by unemployment
rateswhichsignificantly exceed the nationalaverage and large, diversified economies.
Ifenoughlocalemployersfinditmorepractical toexpandelsewhere, then Minnesota
jobnumbersmaydrop belowforecastand the State'sshare of totalemploymentand
wages will fall.

Minnesota Share of Total U.S. Jobs

Percent
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Minnesota'’s economy is forecast to expand rapidly enough to maintain
a relatively constant share of total U.S. jobs. This outlook depends on
employers being able to find people in a tight labor market to fill
projected job openings.

Potential Consequences Of Underperformance

Should Minnesota'sshares of jobsand total wages decline, sales tax revenues, motor
vehicleexcise revenues,and possibly otherscouldcomeinbelowforecast. Sincethere
isnostate specificdataon household spending,onbusinessinvestmentoutlays,oron
expendituresfor motorvehicles, tax revenuesfrom theseexpendituresare forecast
using proxies constructed by multiplying a Finance Department forecast of
Minnesota's share of jobs or total wages by nationwide spending projections
generated by DRI. Ifthe forecastshareistoo high, thenthe revenueestimate based on
itisalso likely to be too high even if the DRI national outlook is accurate.
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Some Manufacturing Will Weaken

While the general deflationsuggested by some observersseemsunlikelyat thistime,
soft producer prices are already reality. If this persists as forecast, there will be an
impact on certain Minnesota manufacturing industries. The Finance Department
model of the State economy is not detailed enough to pick out specific firms or
products, butitsuggeststherewillbedownward pressureon profitsandemployment
growth primarily in the electric machinery, industrial machinery, fabricated metal
products, and apparel industries.

TheNovemberforecastassumestheseindustrieswill begintofeel the pinchsometime
during 1998, though the timing will depend on unknown inventories and order
backlogs. Some weaknessin computers may be offset by IBM's recently announced
move of Texasbased RS6000 operationstoRochester, though there hasbeennonews
ofadditionaljobsthereasaresult. Ford hasdenied areportthatitwillcloseitsplant
in St. Paul, so at present there seems to be no reason to expect weakness in the
transportation equipment sector.

Wage Data Update

Estimates of wages paidin Minnesotaduring recentyearsare akeyvariable used in
the model of the State economy and in the income tax model to age the sample of
returns. In the November forecast, the income tax model uses U.S. Department of
Commerce information on wages paid since 1995, the last year sampled.

Beginning last year, Minnesota wage information from the U.S. Department of
Commerce hasbeen less useful than that provided earlier because the newer datais
moredifficulttoreconcilewithincometaxcollections. Commerceindicatesitisusing
anewseasonaladjustmentprocedureandisintroducingmethodology toaccountfor
unreported employer contributions to tax-deferred retirement plans. Since these
contributions are not taxed or subject to withholding, one would expect that data
including themwouldbe lessrelated tocollections. But thereappeared to be quality
problems that went beyond changes announced by Commerce.

Fortunately, the Minnesota data released in early November were much improved.
Thisinformation cametoo late tobeusedinestimating Finance Departmentmodels
of the state economy and tax structure. However, adjustments outside the models
were made takeintoaccount thesubstance oftherevisions. Asinthe past,wage data
from the Department of Economic Security wasused aguide for adjustmentsto the
Commerce data.
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Sedlected National Economic Indicators
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Selected National Economic Indicators
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Selected National Economic Indicators

HOUSEHOLD FINANCIAL LIABILITIES
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Selected National Economic Indicator s
MANUFACTURING CAPACITY UTILIZATION
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Selected National Economic Indicators

U.S. TRADE BALANCE ($1992)
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ISSUE HIGHLIGHT
Capital Gains

A Changein the Federal Capital GainsTax RateWill I ncrease State Revenues

The Taxpayer Relief Act of 1997 included a major change in the federal tax rate

applied to gains from the sale of corporate stock, real estate, and other investment
property. Most of these “capital” gains are now taxed at a maximum rate of 20
percent when held for more than 18 months, down from the 28 percent rate on sales
completed through May. Up to $500,000 of the net gains from the sale of personal
residences is now totally exempt from tax. The recovery of excess depreciation on
sale of other real estate is now taxed at a maximum rate of 25 percent.

Economists believe that the lower tax rate will encourage individuals to take profits
on their investments more quickly, increasing the net capital gains income subject to
the income tax. Since Minnesota’s tax rate on capital gains tax rate is unaffected by
the federal change, Minnesota revenues are expected to increase.

Stock Market GainsOnly Part of Capital GainsRevenues

Profits from the sale of corporate stock and mutual funds are the largest component
of capital gains income, but they made up less than one half of all capital gains in 1993
according to a special sampling of returns by the U.S. Treasury Department. Sales of
businesses, sales of residential and commercial real estate, and sales of business
property also are signficant parts of the capital gains tax base.
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Stock Market Growth Not Alwaysa Good Indicator of Changein Capital Gains

Net capital gains reported as taxable income by individual investors do not always
increase when the stock market increases. In some yearsinvestors let more of their
profits ride, while in others a greater proportion of the gains are realized. These
changesininvestor behavior makethe capital gainscomponent of individual income
very volatile and difficult to forecast.

Since 1987 the Standard and Poor’s 500 Index has increased every year. Net taxable
capital gains, however, fell in 4 of the 9 years in that period. Preliminary data indicate
that in tax year 1996 net capital gains as reported on the tax form grew by nearly 40
percent. For tax year 1995, growth was 25 percent.

Capital Gains Realizations More Volatile Than Stock Market
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Capital GainsM odel IndicatesFurther Growth in F.Y. 1998-99 Realizations

To estimate the amount capital gains are likely to add to future state income tax
revenues, Department of Finance economists rely on a simple econometric model
which relates the increase in taxable capital gains to the underlying growth in
householdwealth, and changesininflation andinthereal growthrate of theeconomy.
V ariablesreflecting the maximum tax rate on capital gainsand any changein the tax
rate are also included, as is a variable designed to allow the estimates to move
gradually toward anequilibirumval uerather than adjust instantaneously to any shock.
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The model was estimated using historical data from 1954 through 1996. The
parameters of that model along with their significance levelsare given below.

Variable Coefficient
Tax Rate -.045*
RateUp -.085
Rate Down .018
Changelog GDP 114*
log Assets .0023*
Changelog Inflation 134*
Dummy for 1986 .039*
Ratio(t-1) .399*

Adj. R-squared .91 Durbin Watson 1.63

The dependent variablein the equation, the item estimated, istheratio of U.S. wide
net capital gains realizations to ameasure of the aggregate of underlying wealth of
U.S. households taken from the Flow of Funds accounts prepared by the Federal
Reserve Board. Severa variables are expressed in logarithms or as changes in
logarithms. All starred variablesare significant at the .005 level or better. Neither of
the rate change variables were significant at conventional levels.

Futurevalues for the key variables in the model, taken from DRI's November Control
forecast, were used to forecast the growth in realization for tax years 1997, 1998, and
1999. In this forecast, taxable realizations are expected to increase by more than 25
percentintax year 1997. The modelindicates that the change in the federal tax rate on
capital gains should add about $150liom to the 1998-99 revenue forecast, an
amount roughly consistent with the long-term impact of the tax change estimated by
the Congressional Budget Office.
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ISSUE HIGHLIGHT
Welfare Reform

Welfare Reform Dramatically Changes State-Federal Funding Relationships

With the enactment of the Personal Responsibility and Work Opportunity
Reconciliation Act of 1996 (federal welfare reform), the federal government
significantly changed the way it funds state cash assistance and child care programs.
Congressreplaced the Aid to Familieswith Dependent Children (AFDC) entitlement

program with the Temporary Assistance to Needy Families (TANF) block grant.
Minnesota’s equivalent of the TANF program is the Minnesota Family Investment
Program (MFIP). Congress also consolidated several child care programs, including
AFDC child care, into the Child Care and Development Fund (CCDF) block grant. In
both cases, the entitlement status of the programs has ended, and federal spending is
capped at the amount of the block grant.

While these reforms may provide states with greater flexibility in designing family
support programs, the changes create new and complex financial requirements for
state matching dollars. Specifically, states must maintain a maintenance of effort
(MOE) equal to 80 percent of F.Y. 1994 spending levels. Failure to meet MOE
standards results in a financial penalty for the state. For child care, the CCDF requires
a state match for federal dollars in addition to the TANF matching requirements.

Prior to welfare reform, AFDC and the related child care programs were jointly
funded by the states and federal government. The federal portion came in the form of
afederally-determined rate of reimbursement called the federal financial participation
rate (FFP). For Minnesota, the FFP rate has generally ranged between 51 and 54
percent.

The joint funding arrangement meant that any increase in costs would be split between
the state and federal governments. Each dollar increase in program spending cost the
state slightly less than 50 cents, with the federal government paying the remainder.
Under the new TANF rules, the amount of federal funding in any given year is limited

to the amount of the block grant. Consequently, any program costs above the
combined spending of the MOE and the federal block grant must be borne entirely by
the state.
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Welfare Reform increases state share
of MFIP forecast changes

MFIP Forecast Declines $130 million over four years

F.Y. 1998-2001

State $61,984 Fed $67,527
Savings under old
Federal Financial
Participation (FFP) rules
State  $93,285 Fed $36,226

Savings under current
requirements

This relationship also holds true when costs decrease, so that the $130 million
forecasted declineinthe M FIP program benefitsthe stateto alarger extent thanwould
have been the case under the old FFP rules. As the graph indicates, in an FFP
environment, savings would have been split between the state and federd
governments, with the state receiving $62 million of the $130 millionin savings. In
the current environment, post-welfare reform, the state saves over $93 million.

While this scenario works to the state’s advantage when the program is shrinking,
when costs rise, the state will be responsible for the entire increase. A reserve exists
to mitigate some of these effects in the TANF program. Excess TANF block grant
dollars not needed to meet current obligations are placed into a reserve in the U.S.
Treasury. Because of declining welfare caseloads in Minnesota, thataf this
reserve is projected to reach $65.4 million in F.Y. 1998. However, when program
costs rise again, the reserve will be drawn down, leaving the state general fund solely
responsible for the increased costs. If the TANF reserve is depleted, each dollar
increase in program spending will cost the state a full dollar, rather than the almost 50
cent cost under previous matching rules.
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A Shift in Spending Priorities At the State Level

Welfare reformin Minnesota has caused amajor shiftin spending priorities between two key family
supportprograms:cash assistanceand child care. Infact, while cash assistance spendingis declining,
increased child care costs more than outweigh those savings. Thisshiftinfunding representsachange
inpolicy prioritiesasthe state seeksto support low-income familiesnot only through cash assistance,
butalso by providingincentivesforwork through non-cashsupport. Theavailability ofaffordable
child care haslongbeenviewedasabarrier to moving fromwelfare towork, particularly insingle
parent families.

Ascashassistance recipients move into theworkforce, itislikely that spending on the MFIP program
will continue to decline while spending for subsidized child care will continue torise. Many newly-
employed MFIP recipients will likely need the support of the child care system to help move toward
self-sufficiency.

Shifting State Family Support Spending

November 1997 Forecast

($ in millions)
F.Y.2000-01vs.F.Y.
F.Y.1996-97 F.Y.1998-99 F.Y.2000-01 1996-97
Cash Assistance (AFDC/MFIP) $286.2 $206.7 $1374 ($148.8)
Child Care Assistance* $76.4 $205.8 $295.3 $2189

*Child Care Assistance includes MFIP Child Care, Basic Sliding Fee Child Care, and child care development spengding.

MFIP child careassistance isavailable to familieswhoare participatinginwork or training activities
while receiving cash assistance aswell as for familieswho have moved off cash assistance within the
pastyear. Additionally, the state provideschild care subsidiesonasliding-fee basisto low-income
families. The Basic Sliding Fee child care program supports those who have moved off welfare aswell
asthosewhohave never received cash assistance. Thisprogramisdesigned to keep familiesfrom
returning to welfare because of unaffordable child care.
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F.Y.1997 Year End Summary

F.Y. 1997 Actual ResultsImproveby $364 million

Previousestimatesfor F.Y . 1997 projected abalancebeforereservesof $1.631 billion
at the close of the 1996-97 biennium. The actual ending balance was $1.995 hillion,
$364 millionhigher thanforecast. The$1.995 billionisthebal ancebeforesubtracting
total general fund reserves and appropriations carried forward to the next fiscal year.

F.Y. 1997 Forecast Change

($inmillions)
Higher Revenues:
Major Taxes $234
Other Revenues 31
Transfers, Other 7
Net Revenue Gain 272
Lower Spending:
Human Services 61
All Other Spending 31
Expenditure Savings 92
Forecast Change $364
Less: Approp. Carried Fwd. (38)
Increaseto MnSCU Reserves (20)
Net Forecast Change $306

F.Y. 1997 RevenuesHigher Than Forecast

Actual receiptsfor F.Y. 1997 exceeded end of session estimatesfor total general fund
resources by $272 million, or 1.4 percent. Theindividua incometax wasthe source
of most of that additional revenue, with about 75 percent of thetotal variance coming
from a combination of higher than anticipated settle-up payments for tax year 1996
andlower than expectedindividual incometax refunds. Variancesfor theother major
revenue sources were small and well within historical levels.

Final federal individual incometax paymentsfor tax year 1996 al so were reported to

be much higher than anticipated. Federal incometax payments exceeded the amount

inthe Treasury Department’s February forecast by more than $64 billion, or about 10
percent of final federal tax liability. Most states, including Minnesota, are reporting
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similar results. In Minnesota, final income tax payments exceeded the forecast by
about 5 percent, or $206 million.

Only aportion of the data required to fully identify the sources of the additional tax
liability isnow available. That dataindicatesthat much of the unexpected growthis
dueto higher than anticipated capital gainsrealizationsin 1996. Preliminary analysis
indicatesthat about $60 million of thevariancewasonetime, associated withthehigh
level of merger and acquisition activity in Minnesotain 1996. Higher wagesand the
use of non-qualified stock options as part of compensation packages are suspected to
havecontributed to theunexpected surgeinincometax revenues. Fiduciary payments
werea so higher. More complete dataon the sources of theincomethat generated the
additional Minnesotarevenuewill beavail ablefor useinpreparingtheFebruary, 1998
forecast.

F.Y. 1997 Net Spending L ower Than For ecast

Actual spending for F.Y. 1997 was $92 million lower at year end than previously
forecast. However, $38 million of thissavingscarried forward and will bespentinthe
current biennium, leaving anet expenditure change of $54 million. Anadditiona $20
million increased the dedicated reserves of the Minnesota State Colleges and
University (MnSCU) system. Theincrease to MnSCU reservesis caused by lower
operating expendituresand higher non-tuitionrevenuesthan previously forecast. The
current MnSCU reserve balance equals 12 percent of its system-wide F.Y. 1997
general fund expenditures.

Lower F.Y. 1997 Human Services Spending BenefitsBottom Line

Minnesota’s strong economy had a greater impact on Department of Human Services
(DHS) programs than projected. Lower than anticipated enrollments and decreased
average payments contributed to the program savings. DHS expenditures for F.Y.
1997 were $61 million lower than fecast. Net savings in the health care amdlja
support programs contributed $40 million of the change. Lower than anticipated
spending in several non-forecast grant programs, combined with cancellations in
Human Service’s operating appropriations and an increase in Federal reimbursements
for administrative expenses combined to generate the remaining savings.
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F.Y.1998-99
CURRENT BIENNIUM SUMMARY

Available General Fund Balance Now Forecast to be $453 Million

Forecast revenues have increased by $684 million for the 1998-99 biennium while
projectedexpenditureshave declined by $256 million. Whencombinedwithaforecast
increaseinallotherresourcesandtheadditional$364 millionincreaseinthebalance
fromF.Y.1997, theresultisaforecast balance of $1.360 billionatthe end of the 1998-99
biennium.

Laws 1997, First Special Session, Chapter 4, Article 13 and M.S. 16A.152, Subdivision 2
providefortheallocationof positiveunrestrictedgeneral fundbalancesforecastfor
the biennium. First, the education tax credits and deductions for tax year 1998 ($8!
million) takeeffect. Second,60 percentofthe balance plusinterestisallocated tothe
Property Tax Reform account. Finally, the remainder becomes an unrestricted
general fund balance. These actions will reduce forecast state income tax revenues
by$8LmillionforF.Y.1999,increase the Property TaxReformAccountfrom$46 million
to $872 million, and leave a projected available balance of $453 million.

F.Y.1998-99 BUDGET SUMMARY

($inmillions)
End of
Session November
Estimate Forecast Change
Beginning Balance $1,631 $1,995 $364
Forecast Revenues 19,541 20,225 684
Other Resources 775 820 45
Estimated Expenditures 20,925 20,669 (256)
Cash Flow Account 350 350 -
BudgetReserve 522 522 -
Dedicated Reserves 72 93 21
Property Tax Reform Acct 46 46 -
Forecast Balance $32 $1,360 $1,328
Statutory Allocations:
Education Tax Credits/Deductions na 81 81
Property Tax Reform Acct na 767 767
Dedlicated Interest na 59 59
Available Balance $32 $453 $421

Anetincreaseof$616 millioninthe four major taxesaccountsfornearlyall of the $684
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million increase in forecast tax revenues. Forecast changes for non-tax revenues,
expected transfers from other funds and other resource items combined toyield a
netforecastincrease of $45million. Asaresult,currentrevenuesandother resources
for the biennium are expected to total $21.045 billion, a $729 million increase over
estimates at the end of the 1997 Third Special Session.

Areductioninprojectedspendingforthebienniumalsocontributestothefavorable
November forecast results. Total spending for the biennium is now estimated at
$20.669 billion. This is a $256 million decrease (1.2 percent) from adopted budget
estimates at the end of the legislative sessions.

Lower projected spending for the biennium is almost entirely the result of reduced
estimates for humanservices spending, where the forecast is down $302 million (5.9
percent) from end of session projections. The most significant decline occurred in
forecastestimatesofhealth carespending. F.Y.1998-99 expenditures for health care
programs, including Medical Assistance and General Assistance Medical Care and
Chemical Dependency Treatment funds, were reduced a total of $237 million from
previousestimates. These forecastsavingsare primarily the result of the continued
strong economy which has led to downward revisions of both projected caseload
growth and costs per case.

The forecast also benefited slightly from reduced estimates of K-12 education
spending. Totalspending projectionsforeducationaidswere reduced by $33.0million
(0.05 percent) largely due to lower pupil unit estimates.

These decreases in estimated spending were, in part, offset by $38 million in

authorized appropriations carried forward from F.Y. 1997 at the close of the fiscal
year.
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Revenue For ecast
F.Y.1998-99

Current genera fund resources for the 1998-99 biennium are now expected to reach
$21.045 hillion, $729 million (3.6 percent), more than end-of-session estimates.
Slightly more than one-half of the additional revenue reflectsthe carry forward of the
higher receipts observed in F.Y. 1997. About one haf of the remaining increase is
attributable to revised projections of future capital gains redlizations. A dlight
improvement in the economic outlook and an increasein expected investment income
account for the balance of the new revenues.

Revenuesfromthefour major taxesare expected to exceed previousestimatesby $616
million or 3.5 percent. Theindividual incometax accountsfor nearly three-fourths of
that additional revenue. Receipts from both the motor vehicle excise tax and the
corporate income tax grow more rapidly than the individua income tax over the
forecast horizon, but from asmaller base. Salestax revenueswere almost unchanged,
decreasing by $2 million or lessthan 0.05 percent from end of session estimates. Other
tax and non-tax revenueswere up by $67 million.

F.Y. 1998-99 Revenue Forecast

($inmillions)
FY96-97 FY98-99
Biennium FY 98 FY 99 Biennium

Revenues
Individual Income Tax 8,904 4,361 5118 9479
Sales Tax 5914 3194 3,353 6,547
Corporate Income Tax 1383 758 750 1509
Motor Vehicle Excise Tax 783 403 394 797
Four Major Taxes 16,984 8,717 9,615 18,332
Other Revenues 1,842 953 940 1,893
Net Non-dedicated Revenue 18,826 9,670 10,555 20,225
Other Resources 777 430 390 820
Current Resources 19,603 10,100 10,945 21,045

Net non-dedicated revenues for 1998-99 are now projected to grow by 7.4 percent
from F.Y. 1996-97 levels, after taking into account the $500 million tax rebate
approved during the 1997 legidative session. In the absence of that rebate, revenues
wouldhaveincreased by 10.1 percent. Biennial growthratesfor theincometax andthe
salestax are now expected to be 6.5 percent and 10.7 percent respectively.
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Individual Income Tax

Individua income tax receipts are now expected to reach $9.479 hillion during the
1998-99 biennium, $456 million (5.1 percent) more than end of session estimates.
About 40 percent of the increase in the income tax forecast was the direct result of
carrying forward the higher base from tax year 1996. Of the remaining 60 percent,
just less than two-thirds came from increases in the expected rate of growth in the
realization of capital gains and about 20 percent from stronger than previously
expected wagegrowth. Changesin expected paymentsby fiduciaries, andincreasesin
the forecast for pension income and taxable social security accounted for most of the
remaining growth.

Behaviora impacts related to the recently enacted federal tax bill, other than those
related to capital gainsrealizations, are not included in thisforecast after consultation
withthe Department of Revenueand L egidativestaff. Thoseimpactswill bedealt with
inthefiscal notefor the 1998 Federal incometax update bill. Incometax receiptsare
reported prior to thereductionsfor educationtax creditsand deductionsenactedinthe
June 1997 special session, which were dependent on thefinal balance of thisforecast.
Those credits and deductions would reduce the forecast by $81 millionin F.Y . 1999.

Not al of the projected variance in tax year 1996 individual income tax liability was
added to the base and extended to 1997, 1998, and 1999. The level of merger and
acquisition activity in Minnesota during the 1996 tax year was well above historical
levels, generating gains that substantially exceeded those expected in anormal year.
Only theincrease in what were considered to be normal realizations was added to the
baselevel of capital gainsused in theforecast of futuretax liabilities. It now appears
that up to one-third of thevariancein tax year 1996 incometax liability may have been
one-time revenuesrelated to mergers and acquisitions.

Preliminary federal return data suggest that the stock market’ s strong performance
during 1996 boosted capital gainsrealizationssubstantially fromthe prior years. This
forecast assumes capital gainsin Minnesota grew at just under a 40 percent ratein
1996. That growth rateisconsistent with the national growth rate currently assumed
by the Congressional Budget Office. It isalso consistent with the overall growthin
individual income tax liability observed for tax year 1996. Minnesota specific
information on last year’s increase in net capital gains realizations will be available
when the annual sample of Minnesotafilersis completed in late January. February’s
forecast will reflect that actual 1996 Minnesotaexperience. Thisforecast also assumes
that the strong growth in realizations observed in 1996 was not caused by aone-time
acceleration of future capital asset sales.

Uncertainty about taxpayer response to recently enacted reductions in the federal
capital gainstax rate increasestherisk to the forecast for tax years 1997, 1998, and
1999. Other things equal, a lower capital gains tax rate is expected to encourage
investors to turn over their holdings of capital assets more frequently since the
proportion of one’ sprofitslost to taxeswill belessthaninthepast. Somealso believe
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that the lower rate will produce a substantial one time surge of realizations as
individual swhose portfolioshavebecomeoverly concentrated in onestock or acertain
asset class take advantage of the lower tax cost of diversifying their holdings. The
Department of Finance's econometric analyses of the effect of past changes in the
capital gainstax rate onrealizationsoffered considerable support for the belief that tax
rates affect thelongtermlevel of capital gainsrealizations. No empirical evidencewas
found to support the hypothesis that a one-time surge in realizations would occur,
which would further add to the long term increase. This forecast makes no special
provisionsfor additional revenuesdueto “unlocking” gainsfrom long time portfolio
holdings.

Thecombination of thelargeincreaseintax year 1996 capital gainsrealizationsand the
possihility of large one-time growth in realizations following the passage of capital
gainstax relief creates the potentia for large revisions to the individual income tax
forecast in February. Should fourth quarter estimated income tax payments, due
January 15, 1998, besubstantially aboveor bel ow current projections, material changes
to theforecast arelikely.

Retirement rel ated incomes--pensions, social security, and IRA distributions--area so
expected to grow morerapidly than inthe past. Asthe population ages, anincreasing
number of filers are reporting retirement income. Strong stock market growth is
increasing the value of IRAs and defined contribution pension plans, and recent
changesinthestate pension systemarelikely to significantly increase pension payouts.
Public employee pension payments are expected to grow substantially due to two
factors: aonetime benefit increase for current retireesin exchange for an actuarially
equivalent reduction to future, lifetime cost of living adjustments, and significant
benefitincreasesbased ontheperformanceof theinvestment portfolio. Higher average
levels of taxable pension income also result in a higher proportion of social security
income subject to tax.

Projected wage growth for the 1998-99 biennium wasraised dightly from February’ s
estimates. In addition, data on Minnesota wages paid during 1996 were revised,
adding about $500 milliontothewagebase. Wagegrowth during thecurrent biennium
averages just over 5 percent per year, up by roughly 0.5 percent from February’s
forecast.

Receiptsfromfiduciary returns continued substantially above historical levelsin 1996.
Theforecast now assumesthat receipts stay at these level sthrough the entire forecast
horizon. Withholding receiptsin excess of withholding claimed was increased by $8
million per year to be consistent with past observations.

Replacing the 1994 income tax filer sample with a sample of 1995 filers made no
material differencein estimated tax liability.

Sales Tax
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Net sal estax receiptsareexpectedtototal $6.547 billion during the 1998-99 biennium,
down $2 million (0.03 percent), from end of session estimates. Projected stronger
growthinspendingfor consumer durablesand producersdurabl e equipment wasof fset
by dlower growth in other components of the salestax baseleaving little changeinthe
expected level of salestax receipts for the current biennium. The receipts elasticity
with respect to the simulated base was reduced to .95 from 1.0 to reflect aslight but
persistent over forecasting by the salestax model during the past 4 quarters. Expected
salestax refundsincreased by $7 million over February’ sestimate. Through October
grossreceiptsduring the 1998 fiscal year have been within 0.4 percent of theforecast.

Corporate Income Tax

Expected corporateincometax revenuesfor the 1998-99 biennium arenow forecast to
reach $1.509 billion, up $100 million (7.1 percent) from end of session estimates. An
upwardrevisiontothehistorical corporateprofit dataseriescoupledwith stronger than
anticipated growth in corporate profits in fiscal 1997 combined to produce this
increase. The1998 F.Y . to datevariance of $23 millionwasincorporated into the new
forecast. Thecorporateincometax remainsthemost volatileof all themajor revenues.

Corporate refunds required under the Cambridge Bank decision are treated as
expenditures from the Cambridge Settlement Fund, not netted against current
corporate income tax receipts. A total of $204 million in Cambridge related refunds
have now been paid, about 95 percent of current estimatesof liability. Several refund
decisonsarenow under litigation. Settlement of that litigation could add materially to
the expected findl liability.

Motor Vehicle Excise Tax

Motor vehicle excise taxes are now projected at $797 million for the 1998-99
biennium, $63 million (8.5 percent) above prior projections. F.Y. 1998 receipts
through October were $31 million (25 percent) above forecast. That variance is
included intheforecast. Auto sales have substantially exceeded February’ sforecast
levelssince the start of thefiscal year, and DRI estimates spending on autos and light
truckswill remain relatively constant over the remainder of the biennium.

Andysis of the quarterly pattern of receipts indicates what appears to be arecurring
pattern where motor vehicletax receipts exceed forecast during the second quarter of
thecalendar year. Theadditiona revenuesdo not appear to be ssimply atiming change,
with receipts borrowed from other quarters, but instead may indicate a more
fundamental changein the structure of the relationshi ps between motor vehicle excise
tax receipts and the national income accounts estimates of auto sales to consumers.
Thisissuewill beinvestigated further in conjunction with the February forecast.

Other Revenues
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Other tax and non-tax revenues are expected to total $1.893 billion for the 1998-99
biennium, up $67 million, (3.8 percent) from end of session estimates. Investment
incomewasincreased by $86 million from end of session estimates, reflecting thelarger
cash balances projected for the current biennium. Theforecast of mortgage and deed
tax receiptswasincreased by $19 million consistent with the current positive variance
and reflecting an expected increase in the value of homes sold and an increase in the
number of home mortgage refinancings during the next six months. Theseincreases
were offset in part by reductionsin theforecast for the healthcare provider tax, lawful
gambling taxes, and revenues collected at DHS regional treatment centers.
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F.Y.1998-99 Expenditure Forecast

The November 1997 expenditure forecast for the 1998-99 biennium totals $20.669
billion, a $256 million decrease from estimates at the end of the 1997 legislative
sessions. Decreasesin projected spending for healthand humanservices programs
and local aid programs offset relatively minor increases in spending in other areas
and appropriations carried forward from the previous biennium.

F.Y. 1998-99 GENERAL FUND SPENDING

($inmillions)
End of November
Session Forecast Difference
Spending by Function:
Education/Children & Families $6,885 $6,852 (833)
Property Tax Recognition $19 $19 $0
Post-Secondary Education $2,370 $2,377 $7
Property Tax Aids & Credits $2,611 $2,590 ($21)
Other Major Local Assistance $1,001 $980 ($21)
Health Care $3572 $3,335 ($237)
Family Support $585 $553 ($32)
State Operated Institutions $893 $892 81
Legislature, Judicial, Const. Officers $478 $485 $7
State Agencies' Operations & Grants $1,707 $1,731 $24
Debt Service $582 $581 (1)
Estimated Cancellations ($20) ($20) $0
Subtotal-Major Spending Categories $20,683 $20,375 ($308)
Dedicated Expenditures $242 $294 $52
Total Expenditures & Transfers $20,925 $20,669 ($256)

Education and Children & Family Spending Decreases by $33 Million

State spending for education and children & family programsis proj ected to decrease
$33 million from end of session estimates. Savings across all education programs
totaled $38 million, and aspermitted by current law, these savingsareredistributed to
programs with deficiencies as needed. The forecast estimates that $6 million is
needed to cover the deficiencies, and after other minor adjustments of $1 million, a
net reduction of $33 millionremains. Withthesechanges, total spending oneducation
and children & family programs is projected at $6.852 billion for the 1998-99
biennium.

Statewideenrollmentfiguresare projectedtobefairlyconstantover the nextseveral
years. Current growth rates of less than one percent will fall to nearly zero by F.Y.
2001 Thisforecast reduces pupil projections downwards by 1,236 students over the
biennium, bringing theaverage dailymembership projection to 852,976 pupilsby the
1998-1999 school year.
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Thegeneraleducationprogramprovidesschooldistrictswithbasicoperating funds.
Revenue is allocated to districts based on enrollment and several demographic
characteristics. The drop in pupil units accounts for $8 million of the decline in
obligations for the general education program. Reductions due to 1997 pension
changes were $2 million less than estimated at the end of session. This change,
combinedwithothersmalladjustments, resultsina netgeneraleducationdecrease
of $12 million.

Thelargestdecreasesin categoricalaid, whichdistricts receive for specificactivities
orpopulations,area$lsmilliondecreaseinthespecialeducationexcesscostprogram,
and a$5million decrease in debt service aid.

Post-Secondary Education Spending Increases Slightly

PostSecondaryeducationspending(includingdirectand openappropriations)is$7
million above end-of-session estimates. $4 million of thisamount is attributable to
F.Y.1997appropriationsfortechnologyandother special purposescarriedforward by
MnSCU, and $2 million reflects an increase in the amount of interest MnSCU is
forecasttoearnondedicated receiptsbalances. Actual pensionsavingsreductionsto
appropriations for MnSCU and the University of Minnesota were $. million below
estimates made at the end of session, accounting for the remainder of the forecast
variance.

Studentenrollmentisexpected to stabilize at both state higher education systems.
MnSCU's full-year equivalent student enrollment fell by L percent from 1996 to 1997,
while the University of Minnesota posted an enrollment decline of 2.4 percent.Both
systems forecast stable or slightly increasing enrollments during the 1998-1999
biennium. Total tuition revenue in the first year is expected torise at about the rate
of inflation, 2.6 percent for the MnSCU system and 2.7 percent for the University of
Minnesota.

Property Tax Aids & Credits Estimates Drop $21 Million

Estimated property taxaidsandcreditexpendituresdecreased by $2.millionforF.Y.
1998-99. Thelargestchangeoccurredinproperty taxrefundsthatarenowforecastto
be $14 millionlower thanend-of-session estimates. An$iimillionreductionresulted
from elimination of the shift cost associated with the new Education Homestead
Creditthatdid not materialize due to other law changes. Other declinesoccurredin
Police State Aid ($3 million) and Disparity Reduction Aid ($2 million). These decreases
were partially off-set by increases in Homestead and Agricultural Credit Aid ($6.1
million), the Regional Transit Board levy reduction ($1.7 million), and other small
changes.

Lower Housing Program Costs Reduce Other Major Local Assistance Spending

Other majorlocalassistance programspendingestimatesforF.Y.1998-99 drop by $21
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millioninthisforecast. A$3 million projected increase in criminal justice assistance
is offset by almost $24 million in reduced spending in other areas, primarily human
services grant programs.

Most of the human services reduction is in the forecast for the Group Residential
Housing (GRH) program in the Department of Human Services. New analysis of the
impactof recentfederallawchangesgenerated nearlyall the $18 millioncostsavings
found in the GRH forecast. In the past year, Congress eliminated Supplemental
Security Income (SSI) benefits for drug-and-alcohol-addicted persons. At the end of
session, it was expected that about 900 people in GRH facilities would lose federal
supplements, leading to increased state costs. However, as the benefit review takes
place, itappears that only 150 people will actually lose income, since many current
residents of GRH facilities are still able to retain SSI benefits due to other disabilities.

Health Care Program Cost Projections Fall $237 Million
State expenditures for health care in F.Y.1998-99 are down $237 million from end of
session projections. Strong economic conditions are keeping caseloads down in
nearlyeverycategory,andchangesintheaverage costsofservingsome segments of
the population are also responsible for some forecast savings.

F.Y.1998-99 Health Care Spending by Program

($inmillions)
End of Nov.1997
Session Forecast Difference
Medical Assistance
Long Term Care Facilities $1,168 $1,145 ($23)
Long Term Care Waivers $549 $526 ($23)
Aged & Disabled Basic Care $742 $676 ($66)
MFIP & Families Basic Care $693 $622 ($71)
General Assistance Medical Care $344 $297 ($47)
Chemical Dependency $75 $68 ($7)
Total $3,572 $3,335 ($237)

The greatest caseload declines are found in the programs serving low-income
families: Medical Assistance (MA) Basic Care and General Assistance Medical Care
(GAMC). Costshavedecreased by $118 millionfromendofsessionestimatesinthe two
health care programs serving this population.

The MFIP and Families Basic Care program produces $71 million of the savings. A2.0
percent decrease in caseload saves $37 million, lower average costs for MFIP-S
enrolleesaccountsfor$33million,with$!millioninotheradjustments. GAMCsavings
since the last forecast total $47 million, with $24 million attributable to caseload
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decreasesof13.0percentfromearlier projections. Anadditional$8 millionisduetoan
accounting shift that recognizes past law changes and moves the cost of care for
pregnantwomen and children under twoyears of age from the General Fund to the
Health Care Access Fund. Other changes net to $15 million.

Thestrongeconomyalsois reducing state obligations for services to the elderly and
disabled, with theeffectsseeninthree MAcategories:long-termcarefacilities, long-
termcarewaivers,and aged & disabled basic care. These programsare less sensitive
to economic conditions than those discussed above, due to a more limited set of
options. However, with the higher cost associated with serving the elderly and
disabled, relatively small caseload changes can still result in significant changes in
program costs. The strong economy seems to affect caseloads by improving the
ability of the elderly to pay for a greater share of health care costs with their own
resources, and increasing the accessibility and availability of other health care
options.

Decreasesin these three programs, compared to end of session estimates, total $112
million. Major elements of the change include:

+ a$48million decrease due to basic care cost savings and caseload declines;

« a $38 million reduction due to a 2.0 percent decline in nursing facility
caseloads;

o a $12 million increase due to a lower federal match for state health
expenditures in these programs;

+ a$!0 million decline due to a delay in shifting people onto the MA waiver
program from the Alternative Care program;

« a$37milliondecreaseintheprojectedaveragecostforprovidingbasichealth
care todisabled persons; and

« otheradjustmentswhich net toanincrease of $8 million.

Estimates for the Chemical Dependency (CD) entitlement program have also
decreased by $7 million since the end of session as more people obtain CD services
through managed care plans and move off this program.

Family Support Program Costs Drop $32 Million

Family support spending is projected to be $32 million less than end-of-session
estimates,adecrease of5.5percent. Withthese changes, family supportspendingwill
total $553 million for F.Y. 1998-99. Low unemployment, coupled with publicity on
welfare reform, has significantly driven down caseloads in the Minnesota Family
Investment Plan (MFIP), which replaced Aid to Families with Dependent Children
(AFDC)in Minnesota. Caseloadsin the General Assistance program are also forecast
todecline.
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Family Support Savings by Program
End of Session - November

($in millions)

F.Y. 1998 F.Y.1999 Biennium
Aid to Families with Dependent Children $0 ($20) (320)

I Minnesota Family InvestmentPlan
General Assistance (GA) $7) (36) (313)
Minnesota Supplemental Aid ($2) ($3) ($5)
Child Care Assistance ($12) $18 $6
Total ($21) (s11) ($32)

State spending for AFDC/MFIP is forecast to decrease $20 million (9.8 percent) for F.Y.
1998-99 from end-of-session estimates. Total spending for these programs is
projected at $207 million for F.Y.1998-99. Full statewide implementation of the MFIP
programisscheduled to begin January {,1998, the midpoint of the state's 1998 fiscal
year. The lack of general fund savings in F.Y. 1998 does not reflect overall caseload
declines, but rather, reflects minimum state spending needed to meet new federal
matching requirements.

MFIP Caseload Estimates

80,000
66,999 66,893 67,055
60.000 59,079 59,313 59,568
40,0001
7 32,880 20785

20,000

0

1998 1999 2000 2001

O End of Sessionll November 1997 Forecast

General Assistancespendingisexpectedtobe$l3millionlowerthanearlierestimates
due to the sameeconomic factorsdrivingdown AFDC/MFIP costs. Thedeclineinthe
GA forecast also reflects the effect of the restoration of federal Supplemental
Security Income (SSI) benefits for legal non-citizens. While the 1997 Legislature had
appropriated $16 million to cover benefits for legal non-citizens who were losing

46



November 1997 Minnesota Financial Report

eligibility due to federal welfare reform, Congress' restoration of benefits to this
populationmeansadditional financial supportwillnotbe neededinthe GAprogram.
The SSI decreases do not translate into general fund savings, however, because the
1997 Legislature directed these funds into an MFIP/TANF reserve.

Thestatehastwomajorchild careassistance programs:the MFIPchildcareprogram,
providing child care to MFIP recipients and families who have recently moved off
MFIP; and the Basic Sliding Fee program, for low-income families not on cash
assistance. Statespendingforthe MFIPchildcareprogramisexpectedtoincrease by
$6 million over appropriated amounts for F.Y.1998-99. This figure reflects the net
effectofa$l2milliondecreaseinF.Y.1998andan$!8millionincreaseinF.Y.1999, dueto
the realignment of appropriated amounts with anticipated expenditures.

Looking forward, as families move from MFIP into the workforce, the demand for
child care assistance is expected to increase substantially. Because families are
eligible for child care assistance for up to one year after leaving MFIP, child care
expenditures are projected to increase even as MFIP caseloads decline.

Debt Service Estimates Reduced

Generalfunddebtserviceforthe1998-99bienniumisestimatedtobe$58. million, a$!
milliondecrease fromendofsessionestimates. Thisistheestimatedamountneeded
during the 1998-99 biennium to fund debt service associated with outstanding
generalobligationbonds,newbondstobesoldforcurrentlyauthorized projectsand
aprojected capital budget of $500 million in the 1998 legislative session.

TheF.Y.1998-99debtserviceestimateisbased onbondsalesin Mayand October,1998.
TheinterestratesforthebondsalesarebasedonDRIforecastratesof4.8percentand
4.7 percent for the respective sales. The size of the bond sales are based on agencies
cash flow estimates as of November, 1997.

All Other Spending Shows Little Net Change

The forecast for all other areas does not change significantly from end of session
estimates. Spending for most state agency operations and miscellaneous grant
programsisfixedbystateappropriationsmadeinthel997regularlegislative session.
Total spending for state institutions, the legislative, judicial, and constitutional
officers, and state agencies is currently projected to increase by approximately $30
million from end of session estimates. Authorized carryforward of F.Y. 1997
appropriationsandavariety of technicaladjustmentsto selected programsaccount
for the total net change in projected spending.
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FOUR YEAR PLANNING HORIZON
F.Y. 2000-01 Budget Planning Estimates

The November, 1997 forecast includes planning projections for next biennium, F.Y.
2000-01. These projectionsare materially differentfrom the budget forecast for the
currentbiennium. Thedistinctionis based primarily on the difference inapproach
andassumed greater accuracy of shorter term forecasting (1998-99).

F.Y.2000-OLrevenueprojectionsarebased on DRI'sSummer1997CycleandNovember,

1997 Control forecasts. Expenditure
increases of 2.5 percent per year.

estimates include discretionary inflation

F.Y. 2000-01 Planning Estimates

($ inmillions)
F.Y. 1998-99 F.Y. 2000-01 Difference

Beginning Balance $1,995 $2,289 $294
Revenues $21,045 $23,191 $2146  +102%

Education Tax Credits (381) ($171) ($90)
Expenditures $20,669 $22,220 $1,551 +7.5%

Cash Flow Account $350 $350 $0

Budget Reserve $522 $522 $0

Property Tax Reform Acct $872 $872 $0

Dedicated Reserves $93 $61 ($32)

Ending Balance $453 $1,284 $831

Planning estimates of current law revenues and expenditures for F.Y. 2000-01 are
presented as part of budget development to identify longer term issues. Revenue
forecasts are based on DRI long term forecasts for the 2000-01 period. Expenditure
projectionsassumecurrentlawsand policieswillcontinueunchanged. Expenditure
estimatesforF.Y.2000-01consider caseload,enrollment,and other forecastvariables
in all major program areas. The estimates do not reflect possible Governor's
supplemental budget recommendations.

Current law repeals the major components of education finance effective June 30,
1999. Because the state constitution requires that the state provides a ‘fair and
uniform’education, theforecastassumesthateducationserviceswillbe providedin
some form. Planning estimates reflect the continuation of existing programs and

policies.
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TheplanningestimatesalsoassumethattheProperty TaxReformAccountremains
at FY.1999 levels.

Higher Revenues, Lower Spending Improve 2000-01 Structural Balance

Thefocusoflong-range planningestimates hasbeenonthe State'sstructuralbalance
(current year revenues and expenditures, excluding balances from prior years). A
significant improvement from planning estimates made at the end of the 1997
legislative sessionsis primarily result of .

. revenue increases of $713 million

. revenue decreases of $171 million reflecting enacted education tax
credits

. reduced spending totaling $233 million

Revenue changesforF.Y.2000-01largely reflect the higher base levels being forecast
for1998-99. Expendituresavingsare largely reflectedin reduced spending estimates
for health care and family support programs.

F.Y. 2000-01 Planning Estimates
Change from End of Session Estimates

($inmillions)
End of Session Nov. 1997 Difference
Beginning Balance $1,022 $2,289 $1,267
Revenues $22,478 $23191 $713
Education Tax Credits $0 ($171) ($171)
Expenditures $22.453 $22.220 ($233)
Structural Balance $25 $800 $775
Cash Flow Account $350 $350 $0
Budget Reserve $522 $522 $0
Property Tax Reform Acct $46 $872 $826
Dedicated Reserves §72 $61 ($1)
Ending Balance $57 $1284 $1,227

The projections are not intended to predict with any certainty balanced or unbal-
ancedbudgetsinthefuture. The purposeistoassistanalysisof howwell futurepro-
jected revenues and expenditures will match based on trend projections of
Minnesota's economy and the current structure of government services. As the
Governor and Legislature consider and adopt program and funding changes, they
are required to make the necessary decisions to keep the state's budget balanced.
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Revenue Planning Estimates
F.Y.2000-01

Currentresourcesforthe 2000-01bienniumare now projected to total $23.191 billion,
10.2 percent more than the 1998-99 forecast. The 2000-01 planning estimate is $713
million, (3.2 percent) more than the end-of-session estimate. The four major taxes
are expected to grow by 12.4 percent, while other tax and non tax revenues are
projected to decline by 45 percent. Other dedicated revenues transfers and
adjustments fall by acombined $48 million from projected 1998-99 levels.

As with the F.Y. 1998-99 revenue forecast, all behavioral impacts of the recently
enacted federal tax bill except for those related to capital gains are excluded from
the planning estimates. The Department of Finance, the Department of Revenue
and Legislative Staff have agreed that those impacts would best be dealt within the
estimates made for the federal update bill. Revenues reported are those prior tothe
education credits and deductions enacted in the June 1997 Special Session which
were contingent on the results of the November forecast. Recognition of those
creditsand deductions reduces revenues by $84 million in2000 and by $87 millionin
2001,

This baseline planning estimate is not an explicit forecast. It is simply an
extrapolation of projected trends in the economy. Because of the way it is
constructed, any changesinthe base level of revenuesfor fiscal 1998 or fiscal 1999 will
be reflected in the planning estimates for 2000 and 200.. Other things equal,
stronger than anticipated growth in either of those years will add significantly to
revenues available in the 2000-01 biennium. Similarly, should the economy grow
more slowly than forecast during the next two years, the revenue outlook for 2000-
Olwill deteriorate.

These revenue planning estimates are only a guide to the level of future revenues,
notaguarantee. If the economy remains strong through 1999, and if capital gains
realizations projected for tax years 1997 and 1998 are accurate, the planning
estimates are likely to underestimate future revenues. But if the economy fails to
performatthehighlevelanticipatedinthe DRINovember Control,or,if capital gains
realizations fail to reach the level projected, the planning estimates will overstate
future revenues. Actual revenues could exceed or fall short of these estimates by as
much as $L5 billion, depending on the economy's performance during the next 3 %
years.

The projected growth rate for F.Y. 2000-01 revenues exceeds that forecast for the
1998-99biennium. Revenuegrowthratesinthe1998-99 bienniumwereunusually low
because of several one time events which affected tax liabilities in F.Y. 1997 and
because of the one time property tax rebate which was provided through the
income tax system. When compared to actual growth rates in previous biennia,
revenue growth in 2001-2002 is slightly slower than average.
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F.Y. 2000-01 Revenue Planning Estimates

($inmillions)

FY98-99 FY2000-01
Biennium FY0O0 FY 01 Biennium

Revenues
Individual Income Tax 9479 5393 5634 11,027
Sales Tax 6,547 3,507 3,656 7163
Corporate Income Tax 1509 776 826 1,603
Motor Vehicle Excise Tax 797 403 _415 818
Four Major Taxes 18,332 10,079 10,531 20,610
Other Revenues 1,893 900 909 1,809
Net Non-dedicated Revenue 20,225 10,979 11,440 22,419
Other Resources 820 368 404 722
Current Resources 21046 11,347 11,844 23191

Estimates 0f 2000-01 revenues are based on DRI's Summer 1997 Cycle and November,
1997, Control forecasts. Nominal growth rates for 200! for key variables used in
projecting taxrevenuesarebased onthevaluesfor thosevariablesinthe November
Control scenario. For 2001, the growth rates were computed by multiplying the
appropriate inflation estimate for the year in question from the November Control
forecast by the average real growth rate for the series computed over the entire 25
year Cycle forecast horizon.

InOctober,1996 DRIextended the forecasthorizonforitsControlforecastto5years.
There is, however, no history on the reliability of the four and five year Control
forecast. The Department of Finance has chosen to continue use of its current
methodology for preparing revenue planning estimates. Department economists
will evaluate the DRI Control's year four and year five projections throughout the
coming biennium and, after consultation with the Council of Economic Advisors
decide whether they should become the base for the long term planning estimates
in November 1998.

Individual income tax estimates were prepared using the House Income Tax
Simulation Model. Assumed filer growthin Minnesotawas consistent with average
national employment growth inthe Cycle forecast. All elements of taxable income
and all individual itemized deductions were assumed to grow at the rate of DRI
forecast for taxable personal income. As in the 1998-99 biennium, lower projected
inflation rates increased expected income tax receipts through lower indexing.
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Calendar year income tax liabilities were converted into fiscal year revenues using
the same proportions as forecast for 1999.

Future sales tax revenues were estimated by computing percentage growth rates
for each of seven broad categories of products in the sales tax base. Those growth
rates for 2000 were based on the November Control. For 2001, the estimated real
growth from DRI's Summer, 1997 Cycle forecast and inflation from the November,
1997, Control forecast were used. The growth rates were then weighted by the
fraction of the expected 1999 sales tax base attributable to each category of
purchases. The sum of the weighted growth rates was used as a measure of
expected growth in the sales tax base for 2000 and 2001. Stronger real growthinthe
sales tax base was offset almost entirely by lower projections for inflation.

Corporate tax receiptsin Minnesotawere estimated togrowatthe samerateasthe
DRI's forecast of national before tax corporate profits. Minnesota's motor vehicle
excise tax collections are expected to grow at the same rate as the national
consumptionofmotor vehiclesand parts. Planning estimates for other taxandnon
tax revenues were prepared by extrapolating existing trends.

It is impossible to anticipate the economy's performance four or five years in
advance.Economicprojectionsthatfarinto the future canonly be extrapolations of
historical trends consistent with the currentshorttermoutlook. Itisimportantto
remember that the long term revenue planning estimate is only a guide to what
revenuesfourand fiveyearsfromnowmightbe, notaguarantee ofaspecificlevel of
revenues, and that there can be large positive or negative errorsin that long term
estimate.

52



Minnesota Financial Report November 1997

F.Y. 2000-01 ExpenditureProjections

ForecastexpendituresfortheF.Y.2000-0lbiennium total $22.220 billion,a7.5percent
increase over the F.Y.1998-99 biennium. These “‘planning estimates’ are projections
of the cost of continuing current law programs after adjusting for changes in
education enrollment, caseloads in human service programs and correctional
institutions, net tax capacity,and number of households.

The planningestimates provide fora25percentannualincreaseinthe costofgoods,
servicesand major state grant programs for F.Y.2000-01 Thisdiscretionaryinflation
($779 million)isnotrequiredbycurrentlaw,butreflectstheimpactofexpectedprice
increases on the cost of government operations.

The FY. 2000-01 planning estimates contain two methodology changes from
previous estimates. First, inflation has been calculated on all programs except for
debtserviceanddedicated expenditures. Previously, property taxaids &creditsand
non-health & humanservicesgrant programswereexcludedinthecalculation. The
new method is simpler and is expected to be more useful for users of the forecast
information. Secondly, the inflation rate applied has been reduced from 3.0 percent
to 2.5 percent per year, based on lower projected inflation in the DRI forecast.

F.Y. 2000-01 Planning Estimates

($inmillions)
Forecast Base  Discretionary Total
F.Y. 2000-01 Inflation F.Y. 2000-01
Spending by Function:
Education/Children & Families $7107 $269 $7375
Post-Secondary Education $2,315 $87 $2,402
Property Tax Aids & Credits $2,784 $106 $2,890
Other Major Local Assistance $1,006 $38 $1,044
Health Care $3826 $146 $3972
Family Support $552 $21 $573
State Operated Institutions $920 $35 $955
Legislature, Judicial, Const. Off. $504 $19 $523
State Agencies Ops & Grants $1,561 $58 $.,618
Debt Service and Other $608 $0 $608
Estimated Cancellations ($20) $0 ($20)
Subtotal $21162 $779 $21941

Dedicated Expenditures $279 $0 $279
Total Spending $21,441 $779 $22,220
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Planning estimates for the F.Y.2000-01 biennium show a growth of $1.551 billion over
forecast spending for the F.Y.1998-99 biennium.

2000-01 EXPENDITURE PROJECTIONS

($inmillions)
Forecast Plng. Est Change
F.Y. 1998-99 F.Y. 2000-01 $ %

Education/Children & Families $6,852 $7375 $523 7.6%

Property Tax Recognition $19 $0 (190  -100.0%
Post-Secondary Education $2,377 $2,402 $25 11%
Property Tax Aids & Credits $25590 $2,890 $300 11.6%
Other Major Local Assistance $980 $1,044 $64 6.5%
Health Care $3:335 $3972 $637 19.1%
Family Support $553 $574 $21 3.8%
State Operated Institutions $892 $955 $63 71%
Legislature, Judicial, Const. $485 $523 $38 7.9%
State Agencies $1,731 $1,618 ($113) -6.5%
Debt Service $581 $608 $27 4.6%
Estimated Cancellations ($20) ($20) $0 0.0%

Subtotal $20,375 $21941 $1566 7.7%
Dedicated Expenditures $294 $279 ($15) -5.3%
Total Spending $20,669 $22,220 $1,551 75%

School FundingLawsRepealedEffective F.Y.2000; Forecast Assumes Spending Growth
Consistent with Current System

While this forecast assumes the continuation of existing programs for planning
purposes, Laws 1992, Chapter 499, repeals the major components of general
educationrevenueandreferendumrevenueeffective June30,1999. Thisincludesthe
basic general education and referendum levies for FY 2000 (the 1999-2000 school
year) which are computed in the fall of 1998. If action is not taken by the 1998
Legislature to either reinstate these levies or replace them with an alternative levy
model, school levies for F.Y.2000 will be reduced by $1.6 billion. While this scenario
leavesallschool districts facinganuncertain funding futurein FY 2000-01, referenda
districts will need to grapple with the effect of the repealer in the currentbiennium
due to the 31 percentshifting of the referendalevy.

Under the assumption of continuing programs, the planning estimates for
educationandchildren & family programspending total $7.376 billion,anincrease of
$523 million (7.6 percent) over the current biennium. This includes $269 million in
potential discretionary inflation and a net increase of $254 million due to a lengthy
list of programmatic changes. After accounting for shifts between categorical aid
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and general education programs, the major changes include:

(1) anincrease of $59 million due to growth in the number of pupils;

(2) anincrease of $106 million due to provisions of the 1997 Omnibus Tax Bill
whichincreased state education aid to buy down property tax levies;

(3) anincrease of $76 milliondue tothe$79 per pupilunitincreaseinthegeneral
education formulaallowance from FY 1998 to FY 1999;

(4) as$l4millionincrease in compensatory education obligations;

(5) a decrease of $49 million due to the modified training and experience
formula;

(6) a net decrease in the general education program of $6 million due to
changesinlevies, referenda and final payments;

(7) anincreaseof$l32millioninspecialeducationandexcesscostprogramsdue
to the continued roll-in of school HACA; and

(8) a decrease of $125 million due to non-recurring programs in FY 1998-99,
especially in technology programs; and

(9) $47millionincrease in other netadjustments.

Pupil unit estimates for the FY 200! forecast were adjusted for grades 10 and 11,
reflectingamodified compulsory education law projected to reduce the number of
dropouts by 20 percent in that year. The actual effect of this change will depend
heavily on school district response to the law and enforcement activity at the state
level.

Higher Education

Post-secondary education expendituresin the F.Y . 2000-2001 biennium are forecast
toincreaseby $25million (1.1 percent) over F.Y. 1998-1999. Projectedinflation costs
of $88 million are partialy offset by a reduction of $64 million in non-recurring
appropriationsto the University of Minnesotaand MnSCU. Biennia appropriations
before inflation decline by $27 million (2.6 percent) for MNnSCU and $37 million (3.5
percent) for the University of Minnesota.

Property Tax Aids& CreditsProjected to I ncrease Almost $300 Million

Property Tax Aidsand Creditsexpendituresfor the 2000-01 biennium are expected to
increase by $300 million from 1998-99 biennia estimates. Of this increase, $106
millionisdiscretionary inflation. Dueto amethodology change, thisisthefirst forecast
which adds discretionary inflation to thisarea of state spending.

Themajor contributor to the remaining $194 million difference between the bienniais
the Education Homestead Credit first enacted for F.Y. 1999. Thiscredit will increase
by $181 million becauseit will be effectivefor two yearsof the biennium ascompared
to one year in the F.Y. 1998-99 biennium. Property Tax Refunds are expected to
increase by $52 million as a result of indexing of income categories and an upward
trend in property rents and the market value of homes. Aidto Local Governmentsis
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expected to increase by $37 million due to indexing to a state and local government
price deflator and lower than expected reductions to aid from net Tax Increment
Financing pendties. Theincreasesareoffset by a$93 million declineinHomestead and
Agricultural Credit Aid resulting from continuing conversion of the school portion of
thiscreditto specia educationaids. Variousother changesaccountfortheremaining
netdifference.

Health Care
Planning estimates for health care are forecast at $3.972 billion, an increase of $637
million (19.1 percent) over F.Y. 1998-99. Total spending in F.Y. 2000-01 includes $146
millionindiscretionaryinflation. ThisF.Y.2000-0lspendinglevelis$292 millionlower
than anticipated at the end of the legislative session.

Health Care Expenditure Projections
($inmillions)

F.Y. 1998-99 F.Y.2000-01  Difference

Medical Assistance;

Long Term Care Facilities $1145 $1,211 $65
Long Term Care Waivers $526 $703 $176
Aged & Disabled Basic Care $676 $844 $168
MFIP & Families Basic Care $622 $695 $73
General Assistance Medical Care $297 $311 $13
Chemical Dep. Treatment Fund $68 $64 ($4)
Discretionary Inflation $146 $146
Total $3,335 $3972 $637

The four segments of Medical Assistance (MA) are projected to increase by a total of
$482 million (16 percent) from F.Y. 1998-99 to F.Y. 2000-01. Spending increases are
concentrated in the $176 millionchangein MALong Term Care (LTC) Waivers (home
care and special services), and the $168 million change in MA Aged & Disabled Basic
Care. Caseload growthisakeyfactor for theexpenditureincreaseinbothprograms.
LTC Waivers are projected to add 8,400 enrollees, an increase of 31 percent. These
peoplearealsoeligible for Basic Care benefitsandaccountforalittle over half of that
program’s 12.6 percent caseload growth. Projected increases in the average cost of
health care also contribute to the forecast spending growth in the Basic Care
program.

Biennial spending for MA Long Term Care Facilities costsis only expected to grow by
$65 million, or less than 1 percent. These costs have been relatively stable due to a
moratorium on nursing home bedsand changes in the nursinghomeindustry. The
growingnumber ofelderlyeligible for Medical Assistance are largely reflectedin the
growth of waivered programs shown above.
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The remaining program segments, MA MFIP and Families Basic Care, General
Assistance Medical Care (GAMC), and Chemical Dependency entitlements are
forecast to increase by $82 million (8 percent) from the 1998-99 biennium. Most of
the increase is due to higher average costs for care as per enrollee rates rise and
program participants utilize more services.

Family SupportPrograms Expected to Decline Further

Planning estimates for family support programs are $21 million higher than for F.Y.
1998-99. The total spending projection of $573 million includes $21 million for
discretionary inflation. Changes to caseload projections cause most of the forecast
spending growth, continuing the movement of expenditures from cash assistance
programs to child care programs. Base spending for cash assistance programs
decreases by $79 million from F.Y. 1998-99 to F.Y. 2000-01, offset by an identical
increase in child care spending. Child care expenditures are forecast to be great
enough to ensure that Minnesota meets its TANF maintenance of effort
requirement, and the general fund realizes the full forecast savings in the MFIP
program. The relationship is discussed in greater detail within the Issue Highlight:
Welfare Reform section.

Prison Costs Continue to Drive State Institution Spending

The planning estimate for the cost of operating state institutions (regional treatment
centers, prisons, veteran's homes, Faribault Academies, and the Center for Arts
Education) is projected to increase $63 millionin F.Y. 2000-01 over F.Y. 1998-99
levels. The cost of operating the state’ s growing prison system isamajor contributor
to thoseincreases.

F.Y. 2000-01 planning estimates for correctional institutions show growth of $47
million. Of thisamount $18 million representsthe cost of additional prison bed needs
projected during the 2000-01 biennium. Thisisdown $11 millionfrom end-of-session
estimates, which were based on prison population projections from December 1996
and adjusted for bed impacts projected for actions taken during the 1997 legidative
session.  The new November 1997 prison population projections show the average
number of inmatesdown about 230 from previousestimatesfor the 2000-01 biennium.
Changesin current inmate commitment level s, Minnesota Sentencing Guidelines, and
proj ection methodologies contribute toward pushing previously projected increases
out about two years. The remaining difference is due to growth and other changes
between F.Y. 1998 and F.Y. 1999, annualization of program changes for juvenile
ingtitutions, and discretionary inflation.

For state ingtitutions, the planning estimates include $35 million in discretionary
inflation.

All Other Spending
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F.Y.2000-2001 expenditure estimates for the continuation of all other government
programs including constitutional offices, state agencies,and numerous grant-in-
aid programs, are forecast to decrease by $74 million from the current biennium
after including discretionary inflation of $77 million. Without the impact of
discretionary inflation, total spending would decrease a total of $/51 million, from
$2.216 billion to $2.065 billion. This decrease is in accordance with prior planning
estimates, varying by only a net of $3 million from the most recent estimate.

A number of factors contribute to this decline.  One significant factor is the
expenditure of approximately $38 million in FY. 1998-99 that represents funds
carried forward from the prior biennium. The largest factor is the inclusion of over
$125 million of “one time"appropriationsin the enacted F.Y.1998-1999 budget. These
specialexpendituresarenotrepeatedintheF.Y.2000-2001 planningestimates. These
appropriations cover the spectrum from small special project grants of a few
thousand dollars to more significant appropriations for flood relief and special
issues such as $23 million for the conversion of state computer systems to correct
the Year 2000 problem and $18 million for Gulf War Veterans Bonus payments. The
balance of the netdecrease iscomposed of avariety of minor and technical factors.
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Nov 93 DRI Control
Feb 94 DRI Control
Nov 94 DRI Control
Feb 95 DRI Control
Nov 95 DRI Control
Feb 96 DRI Control
Nov 96 DRI Control
Feb 97 DRI Control
Nov 97 DRI Control

Nov 93 DRI Control
Feb 94 DRI Control
Nov 94 DRI Control
Feb 95 DRI Control
Nov 95 DRI Control
Feb 96 DRI Control
Nov 96 DRI Control
Feb 97 DRI Control
Nov 97 DRI Control
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FORECAST COMPARISONS

1996 1997 1998
2.1 31
21 3.3
21 30 1.8%
17 30 L7
2.1 2.8 1.7%
21 2.8 1.7%
24 24 24
2.5 2.9 21
2.8 3.8 2.3

Inflation

Real Economic Growth

(Annual Percent Change in Real GDP)

1999

180
170
179
179
20
21
20

2000

180
170
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170
16©
16©
25

(Annual Percent Change in Implicit GDP Deflator - 1992 =100)
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2.7
24
20
19
2.1
20
2.3

24
24
2.8
2.3
19
17
24
19
21
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2.3
20

1) Long-term trend from DRI Cyclelong, Summer 1994 and Winter 1994/95,
2) Long-termtrend from DRI Cyclelong, Summer 1995.
3) Long-term trend from DRI Cyclelong, Summer 1996.
4) Long-term trend from DRI Cyclelong, Summer 1997.
5) Summer 1994 Trendlong Forecast.
6) November 1995 Trendlong.
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24@
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24
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MINNESOTA - U.S. COMPARISON REPORT
Annual Percent Changes

November 1997 Control

1992 1993 1994 1995 1996 1997 1998 1999

Wage and Salary Income

United States 56 35 49 58 59 6.5 52 43

Minnesota 1.8 40 5.8 6.4 1.8 55 52 4.6
Implied Annual Wage

United States 53 15 18 31 38 4.2 32 29

Minnesota 54 13 2.7 34 55 32 33 32
Non-Farm Employment

United States 0.3 19 31 2.7 2.0 2.2 19 14

Minnesota 2.3 2.7 3.0 29 2.2 2.2 18 14
Personal Income

United States 5.9 4.6 49 6.2 5.6 54 4.7 40

Minnesota 16 32 12 59 1.7 5.1 4.7 40
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Comparison of Actual and Estimated Non-Restricted Revenues

Four Major Revenues:

Individual Income Tax
Withholding
Declarations
Miscellaneous
Gross
Refunds
Net

Corporate &BankExcise
Declarations
Miscellaneous
Gross
Refunds
Net

Sales Tax
Gross
Refunds
Net

Motor Vehicle Excise
Other Revenues :

Inherit/Gift/Estate
Liquor/Wine/Beer
Cigarette & Tobacco
Deed and Mortgage
Insurance Gross Earnings
Lawful Gambling

Health Care Surcharge
Other Taxes

General Fund RTCRevenues
Income Tax Reciprocity
Investment Income
Other and Unallocated

Other Subtotal
Other Refunds
Other Net

Total Gross
Total Refunds
Total Net

($in thousands)

1997 Fiscal Year July - Oct. 1997
Forecast Actual Variance  Forecast Actual Variance
Revenues Revenues Act-Fcst Revenues Revenues Act-Fcst

3,798,012 3,809,789 10,777 1,311,500 1,320,312 8,812
878,096 888,288 10,192 186,900 188,662 1762
417592 615,894 198,302 44400 56,958 12,558
5,093,700 5,313,970 220,270 1542,800 1,565,931 23131
553,700 545581 (8119) 21,900 23,576 1676
4,540,000 4,768,389 228,389 1,520,900 1,542,355 21,455
675,463 678,654 3191 189,700 212,334 22,634
91,137 98,014 6,877 36,000 27,201 (8,800)
766,600 776,668 10,068 225,700 239,534 13,834
95,000 95,770 770 21,800 12,986 (8,814)
671,600 680,898 9,298 203,900 226,549 22,648
3,159,128 3,139,399 (19,730) 1,039,170 1,043,281 411
118,700 126,653 7,953 35,206 38,359 3153
3,040,428 3,012,746 (27,682) 1,003,964 1,004,922 958
377500 401,751 24,251 125,400 156,167 30,767
40,000 49,882 9,882 16,808 12,964 (3,844)
56,725 56,409 (316) 15,601 16,090 489
169,375 173,272 3,897 42,990 46,361 3371
90,600 94,759 4,159 36,130 38,834 2,704
166,000 160,460 (5,540) 1,600 1913 313
66,587 63,295 (3292) 17,718 17,241 (477)
128,060 125,995 (2,065) 36,254 38,150 1,896
3,400 4,038 638 338 343 5
41,300 32,044 (9,256) 4,950 12,244 7,294
31,887 31,887 0 0 0 0
104,000 117,053 13,053 17,750 36,523 18,773
64,000 85,985 21,985 23,896 27,018 3122
961,934 995,079 33,145 214,035 247,681 33,646
18,468 20,677 2,209 6,163 6,024 (140)
943466 974,401 30,935 207,872 241,657 33,786
10,358,862 10,626,867 268,005 3147105 3,252,595 105,490
785,868 788,681 2,813 85,069 80,945 (4,125)
9,572,994 9,838,186 265,192 3,062,036 3,171,650 109,614
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FACTORSAFFECTING THE INDIVIDUAL INCOME TAX

(Dallarsin Billions)
Calendar Year
1994 1995 1996 1997 1998 1999

Minnesota Non-Farm Tax Base

November 1993 Control 82471 86.332

February 1994 Control 83460 87.098

November 1994 Control 84.722 88.266 91.982 96.902

February 1995 Control 84.733 88.744 91.190 96.611

November 1995 Control 85.120 90.170 94.160 97.766

February 1996 Control 85.120 90.490 94.170 97.880

November 1996 Control 84.720 90.720 95.750 100570 105.170 109.960
February 1997 Control 84.720 90.750 96.410 101500  106.270 111.140

November 1997 Control 87.310 93.360 100450  106.250 111.700 116.240

Minnesota Wage and Salary Income

November 1993 Control 61.203 63.959

February 1994 Control 61.883 64.403

November 1994 Control 62.562 65.234 68.004 71395

February 1995 Control 62.649 65.641 68.310 71447

November 1995 Control 62.844 66.389 69.518 72278

February 1996 Control 62.844 66.739 69.754 72.680

November 1996 Control 62.737 67.004 71244 74966 78.407 82.127
February 1997 Control 62.737 67.004 71712 75572 79.203 82.961
November 1997 Control 62.899 66.926 72146 76.118 80.099 83.793

Minnesota Property Income

November 1993 Control 14.919 15.720

February 1994 Control 15.027 15.958

November 1994 Control 15442 16.219 16.961 18.013

February 1995 Control 15.400 16.315 16.985 17.933

November 1995 Control 15428 16.679 17.408 17.994

February 1996 Control 15428 16.653 17.077 17.604

November 1996 Control 15.245 16.678 17.084 17.987 18.925 19.740
February 1997 Control 15.245 16.678 17.212 18.133 19.011 19.782
November 1997 Control 17.948 19.547 21.053 20.300 23196 23623

Minnesota Proprietors Income

November 1993 Control 6.348 6.653

February 1994 Control 6.550 6.737

November 1994 Control 6.718 6.813 7.016 7494

February 1995 Control 6.831 6.787 6.895 7232

November 1995 Control 6.845 7.103 7238 7490

February 1996 Control 6.845 7.098 7.337 7.597

November 1996 Control 6.741 7.071 1422 7.617 7.834 8.099
February 1997 Control 6.741 7.071 7489 7.798 8.056 8401
November 1997 Control 6.468 6.885 7.251 7.833 8400 8.821
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FACTORS AFFECTING SALES, CORPORATE INCOME AND
MOTOR VEHICLE EXCISE TAXES

(Dallarsin Billions)

Fiscal Year
1994 1995 1996 1997 1998 1999

SALES TAX

Minnesota's Proxy Share of U.S. Consumer Durable Spending (Excluding Autos)

November 1993 Control 6.533 6.666

February 1994 Control 6.672 6.934

November 1994 Control 6.677 7.192 7.236 1577

February 1995 Control 6.675 7273 7.308 7.558

November 1995 Control 6.673 7378 7.764 8.031

February 1996 Control 6.673 7.378 7.729 8.151

November 1996 Control* 6.587 7.286 7.758 8.233 8.601 8.948
February 1997 Control 6.587 7.286 7.758 8.233 8.705 9.026
November 1997 Control 6.766 7.394 7.802 8334 8911 9.430

Minnesota's Proxy Share of U.S. Capital Equipment Spending

November 1993 Control 8.678 9322

February 1994 Control 9.265 9.794

November 1994 Control 6.754 7450 7.665 7.702

February 1995 Control 6.755 7.683 8.029 7.935

November 1995 Control 6.744 7.866 8.613 8.763

February 1996 Control 6.744 7.857 8.679 8971

November 1996 Control 6.403 7.301 8.069 8.757 9.316 9.900
February 1997 Control 6.403 7.301 8.066 8.777 9503 10.154
November 1997 Control 6.342 7.011 7.707 8511 9.461 10.148

Minnesota's Proxy Share of U.S. Construction Spending

November 1993 Control 9412 9.809

February 1994 Control 9.960 10420

November 1994 Control 4.680 4.770 4813 4973

February 1995 Control 4,680 4,791 4941 4974

November 1995 Control 4511 4.641 4.830 5024

February 1996 Control 451 4.645 4.855 4916

November 1996 Control 4525 4,759 4,966 5105 5243 5.356
February 1997 Control 4525 4,759 4,966 5170 5290 5344
November 1997 Control 4501 4735 5.015 5.436 5.752 6.018

*Reflects datarevision.
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FACTORS AFFECTING SALES, CORPORATE INCOME AND
MOTOR VEHICLE EXCISE TAXES

(Dollars inBillions)

Fiscal Year
1994 1995 1996 1997 1998 1999

SALES TAX (Cont)
Minnesota Non-Farm Personal Income

November 1993 Control 96.090 100.800

February 1994 Control 96.070 102.000

November 1994 Control 97.810 102120 106.48 74

February 1995 Control 97.680 102430 106.84 111.63

November 1995 Control 97.640 104500 108.91 11359

February 1996 Control 97.640  104.340 109.15 13.74

November 1996 Control 97.140 104.120 110.87 115.94 12193 127,60

February 1997 Control 97.140 104.120 110.85 1714 121.03 12857

November 1997 Control 100620  107.80 113.98 12114 127.68 13313

MOTOR VEHICLE EXCISE TAX

Minnesota's Proxy Share of U.S. Consumption of Motor Vehicle and Parts Parts

November 1993 Control 4944 5.356

February 1994 Control 5103 5488

November 1994 Control 4.929 5320 5322 5.491

February 1995 Control 4929 5320 5322 5491

November 1995 Control 4.948 5264 5479 5560

February 1996 Control 4948 5.161 5324 5.357

November 1996 Control 4948 5149 5310 5.381 5582 5.806
February 1997 Control 4948 5149 5310 5.290 5404 5.625
November 1997 Control* 4,603 4842 5132 5123 5191 5339

CORPORATE INCOME TAX
(Calendar Year)

U.S. Corporation Profits

November 1993 Control 4480 469.6

February 1994 Control 4399 4711

November 1994 Control 4285 476.3 465.3 4916

February 1995 Control 4256 480.2 460.8 4677

November 1995 Control 4256 4759 4774 476.7

February 1996 Control 4320 4762 4725 476.6

November 1996 Control* 4910 576.8 624.6 618.2 6426 6714
February 1997 Control 4910 576.8 624.6 6453 659.6 677.8
November 1997 Control 5351 622.6 676.6 7239 7374 762.6

*Change in definition
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F.Y. 1997 Actual vs End of Session

November 1997 For ecast
($in Thousands)

8-97 Enacted Closing
E.Y 1997 E.Y. 1997 Difference
Actual & Estimated Resources:
Balance Forward From Prior Year 1343277 1343277 0
Current Resources:
Net Non-Dedicated Revenue
Individual Income Tax 4,540,000 4,768,390 228,390
Sales Tax 3,040,428 3,012,746 (27,682)
Corporate Income Tax 671,600 680,898 9,298
Motor Vehicle Excise 377,500 401,751 24,251
Other Non-Dedicated Revenue 943466 974,399 30933

Subtotal Net Non-Ded. Rev. 9,572,994 9,838,184 265,190
Dedicated Revenue 130,255 139,517 9,262

Transfers In 206,736 215,149 8413
Prior Year Adjustments 20.450 9.501 (10.949)

Subtotal-Current Resources 9.930.435 10,202,351 271916
Total Resources Available 11273712 11,545,628 271916
Actual & Estimated Spending by Function:

Education /Children & Families 3,306,770 3,311,297 4,527
Property Tax Recognition 180,000 180,000 0
School Payment Change (90/10) (156,421) (156,423) 2

Post-Secondary Education 1,084,053 1,077,882 (6,171)

Property Tax Aids & Credits 1212944 1,208,115 (4,829)

Other Major Local Assistance 465,152 429,211 (35,941)

Health Care 1,496,332 1,462,253 (34,079)

Family Support 256,323 250,099 (6,224)

State Operated Institutions 429,037 429,373 336

Legisl, Judicial, Const. Officers 251910 242,281 (9,629)

State Agencies Operations & Grants 766,644 756,402 (10,242)

Debt Service 241345 241,826 481

Estimated Cancellations (21,000) 0 21,000

Subtotal-Major Spending Categories 9,513,089 9,432,316 (80,773)

Dedicated Expenditures 130.255 118592 (11.663)
Total Expenditures & Transfers 9643344 9.550,908 (92.436)
Balance Before Reserves 1,630,368 1,994,720 364,352

Cash Flow Account 350,000 350,000 0
Budget Reserve 233500 233500 0
School Aid Reserve 113,800 113,800 0
Dedicated Reserves 72,000 92,695 20,695
Appropriations Carried Forward NA 37,669 37,669
Budgetary Balance 861068 1167,056 305,988
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November 1997

F.Y. 1998-99 Forecast Change (Before Statutory Allocations)
November 1997 Forecast

Actual & Estimated Resources:
Balance Forward From Prior Year

Current Resources:
Net Non-Dedicated Revenue
Individual Income Tax
Sales Tax
Corporate Income Tax
Motor Vehicle Excise
Other Non-Dedicated Revenue
Subtotal Net Non-Ded. Rev.

Dedicated Revenue
Transfers In
Prior Year Adjustments

Subtotal-Current Resources

Total Resources Available

Actual & Estimated Spending by Function:

Education /Children & Families
Property Tax Recognition

Post-Secondary Education

Property Tax Aids & Credits

Other Major Local Assistance

Health Care

Family Support

State Operated Institutions

Legisl, Judicial, Const. Officers

State Agencies Operations & Grants

Debt Service

Estimated Cancellations
Subtotal-Major Spending Categories

Dedicated Expenditures
Total Expenditures & Transfers
Balance Before Reserves

Cash Flow Account
Budget Reserve
Property Tax Account
Dedicated Reserves

Budgetary Balance

($in Thousands)

End of Session 11-97 Fest
F.Y.1998-99 F.Y.1998-99 Difference
1,630,368 1,994,720 364,352
9,023,439 9,479,300 455,861
6,548,900 6,546,700 (2,200)
1,408,600 1,508,600 100,000
734,700 797,400 62,700
1,825,278 1,892,699 67.421
19,450,917 20,224,699 683,782
241557 294,078 52,521
492,732 505,848 13,116
40,900 20.200 (20.700)
20,316,106 21,044,825 728,719
21946474 23,039,545 1,093,071
6,385,486 6,852,516 (32,970)
18,700 18,700 0
2,370,068 2,377,227 7,159
2,611,075 2,590,140 (20,935)
1,000,831 980,282 (20,549)
3571576 3334774 (236,802)
584,721 552,552 (32,169)
893,333 891,669 (1,664)
478,056 484,675 6,619
1,706,799 1,731,484 24685
582,359 580,977 (1,382)
(20.000) (20.000) 0
20,683,004 20,374,996 (308,008)
241577 294.078 52,521
20,924 561 20.669.074 (255.487)
1,021,913 2,370,471 1,348,558
350,000 350,000 0
522,000 522,000 0
46,000 46,000 0
72,000 92,695 20,695
31913 1359.776 1.327.863
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F.Y. 1998-99 General Fund Budget

November, 1997 For ecast
($in Thousands)

Biennial
F.Y.1998 F.Y.1999 Total
Actual & Estimated Resources:
Balance Forward From Prior Year 1,994,720 1,955,102 1,994,720
Current Resources:
Net Non-Dedicated Revenue
Individual Income Tax 4,360,800 5,037,300% 9,398,100"
Sales Tax 3,194,100 3,352,600 6,546,700
Corporate Income Tax 758,200 750,400 1,508,600
Motor Vehicle Excise 403,400 394,000 797,400
Other Non-Dedicated Revenue 953,133 939.566 1.892.699
Subtotal Net Non-Ded. Rev. 9,669,633 10,473,866 20,143,499
Dedicated Revenue 154,823 139,255 294,078
Transfers In 265,055 240,793 505,848
Prior Year Adjustments 10,100 10,100 20.200
Subtotal-Current Resources 10,099,611 10,864,014 20,963,625
Total Resources Available 12,094,331 12,819,116 22,958,345
Actual & Estimated Spending by Function:
Education /Children & Families 3,354,724 3,497,792 6,852,516
Property Tax Recognition 18,700 0 18,700
Post-Secondary Education 1185,247 1,191,980 2,377,227
Property Tax Aids & Credits 1,211,662 1,378,478 2,590,140
Other Major Local Assistance 493,635 486,647 980,282
Health Care 1,586,334 1,748,440 3,334,774
Family Support 258,596 293,956 552,552
State Operated Institutions 442611 449,058 891,669
Legisl, Judicial, Const. Officers 257113 227562 484,675
State Agencies Operations & Grants 925,707 805,777 1,731,484
Debt Service 255,077 325,900 580,977
Estimated Cancellations (5.000) (15,000) (20.000)
Subtotal-Major Spending Categories 9,984,406 10,390,590 20,374,996
Dedicated Expenditures 154,823 139,255 294078
Total Expenditures & Transfers 10,139,229 10,529,845 20.669.074
Balance Before Reserves 1,955,102 2,289,271 2,289,271
Cash Flow Account 350,000 350,000 350,000
Budget Reserve 522,000 522,000 522,000
Property Tax Account 830,000 872,0009 872,0009
Dedicated Reserves 92,695 92,695 92,695
Budgetary Balance 160.407 452576 452576

(1) Includes education tax credits and deductions effective tax year 1998. F.Y. 1999 income tax revenues have been reduced $81 million.
(2) Includes statutory allocations of $767 million and dedicated interest of $59 million added to beginning balance of $46 million.
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Comparison: Planning Estimates vs For ecast
November, 1997 Forecast
($in Thousands)
11-97 Fest 11-97 PIng Est $ %
F.Y.1998-99 F.Y.2000-01 Difference Change
Actual & Estimated Resources
Balance Forward From Prior Year 1,994,720 2,289,271 294 551 14.8%
Current Resources:
Net Non-Dedicated Revenue
Individual Income Tax 9,398,100" 10,855,000 * 1,456,900 15.5%
Sales Tax 6,546,700 7,163,300 616,600 9.4%
Corporate Income Tax 1,508,600 1,602,500 93,900 6.2%
Motor Vehicle Excise 797,400 817,700 20,300 2.5%
Other Non-Dedicated Revenue 1,892,699 1,809,052 (83.647) -4.4%
Subtotal Net Non-Dedic Revenue 20,143,499 22,247,552 2,104,053 10.4%
Dedicated Revenue 294,078 278,510 (15,568) -5.3%
Transfers In 505,848 473617 (32,231) -6.4%
Prior Year Adjustments 20.200 20.200 0 0.0%
Subtotal-Current Resources 20,963,625 23,019.879 2,056,254 9.8%
Total Resources Available 22,958,345 25,309,150 2,350,805 10.2%
Actual & Estimated Spending by Function
Education / Children & Families 6,852,516 7,375,534 523,018 7.6%
Property Tax Recognition 18,700 0 (18,700) -100.0%
Post-Secondary Education 2,377,227 2,402,235 25,008 11%
Property Tax Aids & Credits 2,590,140 2,890,087 299,947 11.6%
Other Major Local Assistance 980,282 1,044,317 64,035 6.5%
Health Care 3,334,774 3972131 637,357 191%
Family Support 552,552 573,398 20,846 3.8%
State Operated Institutions 891,669 954,536 62,867 1.1%
Legisl, Judicial, Const. Officers 484,675 522,843 38,168 7.9%
State Agencies Operations & Grants 1,731,484 1,618,593 (112,891 -6.5%
Debt Service 580,977 607,618 26,641 4.6%
Estimated Cancellations (20.000) (20.000) 0 0.0%
Subtotal-Major Spending Categories 20,374,996 21,941,291 1566,295 7.1%
Dedicated Expenditures 294078 278510 (15,568) -5.3%
Total Expenditures & Transfers 20,669.074 22,219,801 1550727 7.5%
Balance Before Reserves 2,289,271 3,089,349 800,078
Cash Flow Account 350,000 350,000 0
Budget Reserve 522,000 522,000 0
Property Tax Account 872,000 872,000 0
Dedicated Reserves 92,695 61,355 (31.340)
Budgetary Balance 452,576 1283994 831,418

(1) Includeseducation taxcreditsand deductions effective tax year 1998. F.Y.1998-99 income tax revenues have been reduced $8. million
and F.Y. 2000-01 revenues have been reduced $1715 million.
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F.Y. 2000-01 Planning Estimates

November 1997 For ecast
($in Thousands)

Closing 11-97 Fest 11-97 PIng Est
F.Y.1996-97 F.Y.1998-99 F.Y. 2000-01
Actual & Estimated Resources:
Balance Forward From Prior Year 1,020,499 1,994,720 2,289,271
Current Resources:
Net Non-Dedicated Revenue
Individual Income Tax 8,903,722 9,398,100 10,855,000
Sales Tax 5,914,014 6,546,700 7,163,300
Corporate Income Tax 1,382,633 1,508,600 1,602,500
Motor Vehicle Excise 782970 797,400 817,700
Other Non-Dedicated Revenue 1842349 1892699 1,809,052

Subtotal Net Non-Ded. Rev. 18,825,688 20,143,499 22,247,552
Dedicated Revenue 276,505 294,078 278510

Transfers In 483104 505,848 473,617
Prior Year Adjustments 18,022 20.200 20.200

Subtotal-Current Resources 19,603,319 20,963,625 23,019.879
Total Resources Available 20,623,818 22,958,345 25,309,150
Actual & Estimated Spending by Function:

Education /Children & Families 6,200,408 6,852,516 7,375,534
Property Tax Recognition 494,832 18,700 0
School Payment Change (90/10) (156,423) 0 0

Post-Secondary Education 2,140,028 2,377,227 2,402,235

Property Tax Aids & Credits 2,420,701 2,590,140 2,890,087

Other Major Local Assistance 817,190 980,282 1,044,317

Health Care 2,845533 3,334,774 3972131

Family Support 499522 552,552 573,398

State Operated Institutions 826,983 891,669 954,536

Legisl, Judicial, Const. Officers 468,567 484,675 522,843

State Agencies Operations & Grants 1,422,406 1,731,484 1,618,593

Debt Service 439,415 580,977 607,618

Estimated Cancellations 0 (20.000) (20.000)

Subtotal-Major Spending Categories 18,419,162 20,374,996 21,941,291

Dedicated Expenditures 209936 294078 278510
Total Expenditures & Transfers 18,629.098 20.669.074 22.219.801

Balance Before Reserves 1,994,720 2,289,271 3,089,349

Cash Flow Account 350,000 350,000 350,000
Budget Reserve 233500 522,000 522,000
Property Tax Account 0 872,000 872,000
School Aid Reserve 113,800 0 0
Dedicated Reserves 92,695 92,695 61,355
Appropriations Carried Forward 37,669 0 0
Budgetary Balance 1167,056 452,576 1283994
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F.Y. 2000-01 Basg, Inflation, Planning Estimates

November 1997 For ecast
($in Thousands)

Base Inflation Total
F.Y. 2000-01 F.Y. 2000-01 Planning Est
Actual & Estimated Resources:
Balance Forward From Prior Year 2,289,271 0 2,289,271
Current Resources:
Net Non-Dedicated Revenue
Individual Income Tax 10,855,000 0 10,855,000
Sales Tax 7,163,300 0 7,163,300
Corporate Income Tax 1,602,500 0 1,602,500
Motor Vehicle Excise 817,700 0 817,700
Other Non-Dedicated Revenue 1,809,052 0 1,809,052
Subtotal Net Non-Ded. Rev. 22,247,552 0 22,247,552
Dedicated Revenue 278510 0 278510
Transfers In 473,617 0 473,617
Prior Year Adjustments 20.200 0 20.200
Subtotal-Current Resources 23.019.879 0 23.019.879
Total Resources Available 25,309,150 0 25,309,150
Actual & Estimated Spending by Function:
Education /Children & Families 7,106,858 268,676 7,375,534
Post-Secondary Education 2,314,711 87,524 2,402,235
Property Tax Aids & Credits 2,783,700 106,387 2,890,087
Other Major Local Assistance 1,006,218 38,099 1,044,317
Health Care 3,826,550 145,581 3972131
Family Support 552,449 20,949 573,398
State Operated Institutions 919,680 34,856 954,536
Legisl, Judicial, Const. Officers 503,793 19,050 522,843
State Agencies Operations & Grants 1560,842 57,751 1,618,593
Debt Service 607,618 0 607,618
Estimated Cancellations (20,000) 0 (20,000)
Subtotal-Major Spending Categories 21,162,419 778,872 21,941,291
Dedicated Expenditures 278510 0 278510
Total Expenditures & Transfers 21440929 178872 22.219.801
Balance Before Reserves 3,868,221 (778,872) 3,089,349
Cash Flow Account 350,000 0 350,000
Budget Reserve 522,000 0 522,000
Property Tax Account 872,000 0 872,000
Dedicated Reserves 61,355 0 61,355
Budgetary Balance 2,062,866 (778.872) 1283994
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